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PART L./ - &
ITEM 1. BUSINESS
General Development of Busmess

Wlnston Hotels Inc (“WHI”) operates $0-as to- quahfy as a real estate-investment: trust: (“REIT”) for federal ihcomie tax: purposes
During 1994, WHI compléted an‘initial public offering of its‘common stock (“Common Stock™), utilizing the majority of the proceeds
to acquire'one hotel and'a general partnership interest (as the s6le general partner) in WINN Limited Partnershlp (the! “Partnershrp”)
The Partnership used a substantial portiosi of the proceeds to-acquite nine-additionial-hotel properties. ‘These ten hotels were acqurred
from affiliates.of WHI: ‘WHI and the Partnetship (collectively the “Company”)-began-operations as a REIT on June-2;:1994. - As of
December 31 2001 WHI’s ownershlp in the Partnershrp was 92 87%

Dunng 1995 and 1996 WHI completed follow -on Common Stock offermgs as: well asa Preferred Stock offermg in September
1997, and invested:the net proceeds froin:these offerings in the Partnership: The Partnership-utilized the: proceeds to acquire 28 =
additionalhotel properties. - During 1998 the Compdny added 13:additional properties ta its portfolio; five of which were 'i'n'te'rnallyz v
developed. The Company sold two hotels in 2000 and one hotel in 2001. As of December 31, 2001, the Company wholly-owned48 -
hotel propertles (the “Current Hotels ) in 12 states havrng an aggregate of 6, 574 rooms.

op o

The Company also owns:a 49% ownershlp interest in three Jomt ventures, each of whrch owns:an. operanng hotel (collectwely the :
“Joint Venture Hotels”). The Joint Venture Hotels consist of a Hilton Garden Inn located in Windsor, CT; a Hampton Inn located in -
Ponte Vedra, FL and a Hilton Garden Inn located in Evanston, IL, having a total of 453 rooms. Additionally, the Company has
provided mezzanine financing to three unrelated parties, two of which own Hilton Garden Inn hotels having.a total of 275 reems, and
one of which owns an 1ndependent resort hotel w1th 679 rooms. The Company has no ownersh1p interest in any property for Wthh 1t

hasprov1dedmezzamneﬁnancmg ,z;" I T I T £ A PR T

As of December 31 2001,;the Company leased 46 of the 48 Current Hotels to: CapStar Wmston Company, L L.C. (“CapStar
Winston”);:a-wholly owned subsidiary of MeriStar-Hotels and Resotts, Inc. (“MeriStar’}yone-of the Current'Hotels to Bristel W
TenantCompany; a:wholly ewned: subsidiary. of Six Continents Hotels, Inc: (“Six-Centinents?’),:and one-of the Current Hotels to
SecaucusHolding Corporation, a-wholly .owned subsidiary ofi Prime ‘Hospitality Corp.’(“Prime”): CapStar Winston also currently
leases two of the Joint Venture Hotels, located in Ponte Vedra, FL and Evanston, IL. Six Continents also currently: leases the Jomt
Venture Hotel located-in Windsor;iCT - Alk48 of the Gurrent:Hotels are-leased:pursuant:to separate percentage operating lease’ - i
agreements: that provide for. rent payments based; in-part, on revenues from the. Current Hotels {the “Percentage Leases)): Under the . ‘:
terms:of the-Percéntage Leases; the lessees are: obligated to pay the: Company the:greater:of base rent (“Base Rent”) or: percentage rent
(“Percentage.Rent”)... .The.Percentage Lieases are designed to allow the: Company.toe participate in:the:growth in revenues at the: - i
Current: Hotels:by requiring that a portion. of each Current Hotel S room revenues.in.excess. of specrﬁed amounts.will be pald to the
Company as Percentage Rent. FLoynoin P B : TR

Narrative Description of Business

Growth: Strategy

The Company s: growth strategy is to enhance shareholder value by 1ncreas1ng cash avallable for dlStI'lbuthl‘L per share of Common i
Stock.through:: (i)-participating-in:any increased room revenue from the: Current-Hotels through Percentage Leases; (ii) generatmg
development, purchasing-and:asset- management fee income from joint ventures; (iii).acquiring additional hotels; or.ownership
interestsiin hotels, that meet the Company’s investment.criteria; either direetly or through:joint ventures;.(iv) selectively. developmg
new hotels and making additions to the; Current Hotels as. market conditions-warrant, anid (v). mezzanine- ﬁnancmg activities whereby . ;
the Company initiates hotel loans to third party hotel owners. EOTEY N Coy e

Internal Growth Strategy

The.Company participates in any increased or decreased room revenue from the Current Hotels. through-Percentage T:eases. “The -
Company believes: that-internal: growth, through increases in Percentage Rent; has resulted, and inthe future:may result, from: (i)
continued sales and marketing programs by the lessees and operators; (ii) completion of necessary refurbishment projects at the
Current Hotels; (ii1) maintenance of hotel franchises with demonstrated market acceptance and national reservation systems; and (iv)
increases in occupancy rates, average daily room rates (*“ADR”) and revenue per available room (“RevPAR”). -

The Percentage Leases provide that a percentage of room revenues in specified ranges is paid as Percentage Rent. For most leases,
the percentage of room revenues paid as Percentage Rent increases as a higher specified level of room revenues is achieved. Pursuant
to each Percentage Lease, Base Rent and the ranges of room revenues specified for purposes of calculating Percentage Rent are
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adjusted on a quarterly or annual basis for inflation beginning on the first day after the first full fiscal year of the Percentage Lease, - -
based on changes in the United States Consumer Price Index (“CPI”).

Joint Ventures Strategy

The Company is aetively seeking one or more institutional investors as joint venture partners to acquire (i) hotels for repositioning,
make a minonty interest 1nvestment in any Jornt venture: formed and-expects to receive fees for overseerng the joint venture s .
properties.and operations. In addition to generating development, purchasing and asset-management fee income and thus enhancmg
the Company’s-revenues and cash flow, the Company expects: to receive other benefits from joint venture agreements, such-as -
expanded affiliations with leading upscale brands and growth in.the Company s portfolio-with a smaller equrty 1nvestment by us.

In addition to the three ]omt ventures descnbed above, the Company owns a 50% mterest ina JOlIlt venture w1th an afﬁhate of

approxrmately $8:0 million in renovatrons Under certain, cucumstances Concord will have the nght 10 purchase the Company 8:.
interest.in-the'two hotels. - . S - T A A fo SN N

The Company currently has no commitments from any institutional investor to make any investment in a joint venture with us and
there canbe no-assurance that the: Company wrll be successful in attractmg ]Oll'lt venture: 1nvestors or in locatmg add1t10na1 hotels for
acqu1s1t10n by any Jomt venture ‘ e i A : b ’

Acqutsztlon Strategy O R T R T O N I
The Company intends to acquire additional hotels, or ownership interests in hotels, with strong national:franchise affiliations in the
“mid-scale without food and beverage” and “upscale” market segments, or hote! properties with the potential to obtain such franchise
affiliations..In particular; the Company-will-consider acquiring limited-service hotels, such as Hampton:Inn and Fairfield Inn by:.
Marriott; full-service hotels such as Hilton Garden Inn, Courtyard by Marriott'and Holiday Inh; and extended-stay hotels such as
Homewood Suites by. Hilton, Hampton Inn and Suites; Residence Inn, Spring-Hill Suites by Marriott.and-Staybridge by Holiday'lnn’
(see “Management s Drscus.sron and Analysrs of Financial Condltion and ‘Results of Operatrons = Forward Lookmg Statements”)

The Company 1ntends to: con31der mvestments in hotel propertres that imieet oné orimore: of the followmg criteria: (1) propertres in¢
locations with:relatively high demand for rooms, a-relatively low supply of hotel.propertiesand. relatively high barriers to entry:into.

~ the hotel business, such as a scarcity of suitable sites-or zoning restrictions; (ii) successful hotels-available at favorable prices; (iii):*

newly developed hotels;:(iv) hotels:that could benefit from repositioning; (v)-hotels that could-benefit from:substantial rehabilitation;”
and (vi).hotels that could benefit from new:management and-additional hotel capital: ‘The Company: beheves that 1ts relatxonships with
its lessees and franchisors will provide additional potential investment opportunities.

Development Strategy R RS T

The Company intends to pursue selective hotel development as suitable opportunities arise. The Company may finance:100%:of -
such development or seek partners who would co-invest in development or rehabilitation joint ventures. The Company intends to
consider dévelopment-of hotels with'strong fational franchise affiliations in-iarkets where the'Company believes-that earefully timéd
and managed development will yield returns to' the Company that exceed returns from any.available hotels-in those markets that:meet :
the Company’s:acquisition criteria:: The Company earns:certain fees from its joint venture:development activity and also is‘exploring .
other opportunities to use management’s expeitise to:earn additional fees through third party development.: Since-its initial public". =
offeringin 1994, the Company has:developed. five hotels that-itnow owns' and has developed three hotels through Jomt ventures in"
which it owns a 49% interest. ; o : i Sl

Mezzanine Financing
In 2000 and 2001, the Company made three mezzanine loans totaling approximately $3.5 million to third party hotel owners. ‘We

continue to:seek ‘additional prudént mezzanine: ﬁnancmg opportunmes where the Company can leverage its hotel underwntrng and
development expertise into attractive mvestments . R A A . ST RS



REITModermzanonAct ’ TR e TETONE R SR el T T

Pnor to January l 2001 under.the REIT quahﬁcatlon requrrements of the Internal Revenue Code REITs generally ‘were- requrred
to lease their hotels to third party operators. Under the REIT Modernization Act of 1999 (the "RMA"), which became effective
January 1, 2001, a REIT ispermitted to lease hotels.to wholly owned:taxable REI'F subsidiaries of the'REIT ¢("TRS Leéssees™). Under
-the. RMA, the TRS Lessees may.not.operate the leased hotels and ‘must enter-into- management agreements with; elrg1ble mdependent .
contractors who will:manage the hotels. .. - ' : ‘ s oo T G R T IR

.The;Company is currently negotiating with CapStar Winston to acquire all 48 operating leases between the companies. If
successful, the Company expects to lease these 48 hotels to new taxable REIT subsidiaries as permitted under the. RMA. - In such.. 7~
event, the-Company’s taxable REIT subsidiaries would in turn enter into hotel management agreements with third party management
companies, which.qualify.as eligible independent.contractors, to manage-the-hotels::However, there:can be no assuranee that the .-
Company will-be able to successfully negotiate and-complete the acquisition.of these leases:and enteriinto-a-taxablesREIT subsidiary-..;
lessee structure. 'The Company expects that'the costs incurred in- acquntmg these lease agreements w1ll be recordedras dn expense in:,
the period incurred. R I AT R AT T I e Lot

'Operatzons and Property Management

As of December 31 2001, CapStar W1nston leased 46 of the Current Hotels, 38 of: wh1ch they also operated Interstate Management
and:Investment Corporation (IMIC”).managediseven of the:Current:Hotels and Hilton Hotels: Corporatien: (“Hilton’) managed one of
the Current Hotels (collectively the “Property Managers’’) pursuantto-management agreements with :CapStar Winston:with respect to.
each of such hotels. Six Continents and Prime each leased and operated one of the Current Hotels. CapStar Winston leased and
operated‘two of the:Joint Venture Hotelszand-Six. Continents leased and-operated:the-other Joint Venture Hotel':'The lessees andithe :
Property Managers seek to increase revenues at.the. Current Hotels by.using established systems to manage the:Current Hotels for,ze
marketing; rate achievement, expense:management, physical facility maintenancej-human resources; accounting:and internalzauditing! fi
They:are trained-in.all aspects of hotel operations, including negotiation:ef prices' with-corporate:and.other clients-and responsrveness
- to marketingirequirements in their particular:markets; with particular emphasis-placed on customer service.. The-lessees.and:the::.
Property. Managers employ. a.mix of‘marketing techniques designed for each:spécific Current Hotel, ‘which.include-individual toll- free‘:
lines, cross-marketing of the Current Hotels brllboards and drrect marketlng, ds’ well as takmg advantage of natronal advertlsmg by
the franchisors'of the: Current:Hotels. . : e EE EER T X st T

The lessees lease the Current Hotels pursuant to the Percentage Leases. Under the Percentage Leases, the lessees, or the Property
Managers, generally are required to perform all operational and management functions necessary to operate the Current Hotels.The
lessees are entitled to all profits and cash flow from the Current Hotels after payment of rent under the Percentage Leases and other
operatingiexpenses, including,in the case of the.eight:Current Hotels:managed by:the Property Managers, the.managemient fee: pay’a'ble
.to the Property Managers. i The lessees, their affiliates. and the Property Managers: may ‘manage-other hotel properties+in addition: to."
hotels owned by the'Company, however, the:lessees -and- therr afﬁhates may not burld or develop a hotel or motel wrthm ﬁve rmles of
a hotel owned by the Company and leased by the lessee g et nl Ty ‘ v, :

CapStar Wmston isiai wholly owned subsrdtary of Mer1Star a*New York Stock Exchange 11sted company $3 »As of Deeember 3l
2001, MeriStar, the nation’s largest independent hotel management company, leased or managed 275 hospitality properties W1th more
than 57,000 rooms in-41 states, the District of Columbia and Canada: s

- IMIC, a hotel development and management company, operates seven of the Current: Hotels under separate:management agreements
with CapStar Winston. Each year, CapStar Winston pays IMIC a base management fee for each Current Hotel managed by IMIC
based on a percentage of the budgeted gross operating profit for that year with incentive amounts based on actual gross operating .-
profits if they exceed budgeted amounts. IMIC has agreed that each year it will spend a specified percentage of the gross revenues of
éachCurrent: Hotel:managed by TMIC on: repairs and maintenance ofthe:hotel CapStar Winston:and the Company-have retained the
right to control the:expenditure of funds:budgeted for capital and non-routine items; including; at their discretion, approving plans and:
selecting and overseeing contractors and-other vendors IMIC currently operates 33 hotels ni srx states 1ncludmg 27 hm1ted service *
hotels:and 6 full serv1ce convennon of resort hotels EERI T e R R EL IS S :

H1lton manages one: of the Current Hotels under a management agreement Wlth CapStar Wmston Each year, CapStar Wmston pays
Hilton a management fee based.on a percentage of the gross: operatingiprofit-for the hotel managed by Hilton with certain incentive :
amounts: Hilton is recognized internationally as a preeminent hospitality.company.Hiltowr develops, owns, manages or fran‘chises‘: a
2,000 hotels, tesorts and vacation: ownership properties. Its portfelio includes many of the world’s‘best known-and mest highly «
regarded hotel brands; including: H1lton Doubletree Embassy Su1tes Hampton Inn Homewood Surtes by H1lton Red Lron Hotels &
Inns -and,Conrad International. - . ; BN eenl T L s




Six Continents is one of the leading hotel operating companies in the world. As of December 31, 2001, Six Continents operated.
more than 3,200 hotels in close to 100 countries, primarily full-service hotels in the upscale and mid-scale segments of the hotel
rndustry wrth branded hotels mcludrng Crowne Plaza, Hohday Inn; Hohday Inn Select and Holrday Inn Express hotels

TR IR Py e oraf HE
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ane a’ NeW York Stock Exchange listed¢ cornpany, is one: of the nation’s'premier lodgmg companres Prrme operates two:
proprietary: brands{tAmeriSuites.(all:suites)-and:Wellesley Inns (fimited-service). ‘It-also owns:and/or manages: hotels operated under: -
franchise agreements with national hotel chains. As of December 31, 2001, Prime Hospitality Corporation owned; operated, managed.
or franchised over 230 hotels in 32 states.

All oﬁhe Companyrs Current Hotels operate underfranchrse heenses and the Company antrcrpates that most of the addrtronal hotel
propertiesiin which:it:invests will be-operated-under franchiseilicenses.  Franchisors provide a-variety .of benefits for franchisees.which
include mational advertising; publicity and:other marketing programs designed to increase brand awareness; trammg of personnel
continuous review of quality standards and centralized reservation systems. .‘ g

The hotel franchise licenses generally specify certain management, operational, record keeping;-accounting, reporting-and marketing
standards and procedures with which the lessees must comply. The franchise licenses obligate the lessees to comply with the
franchisors’ standards and requirements-with respéct to training of operatiorial personnel, safety; "mai'ntain’ing specified insurance, the
types ofiservices dhd:products ancillary: to. guést room services thatmay:be provided,; drsplay of srgns and the type quahty and age of
furniture,: ﬁxtures and equ1prnent 1ncluded in guest rooms, lobbres and other common areas; . v 4 .

Ofgthe “urrent Hotels frant:hrse hcenses one; exprres in 2006 three explre in: 2007 ﬁve exprre 1n.2008 three explre in 2009 two
expire:in:2010; three.expite in:2011, two expire'in 2012; two expire in 2014, two expire in:2016, 17.expire in-2017 and eight’expire i
2018:1/The franchise:agreements.provide for termination at the franchisor’s option upon the-occurrence:of certain events;including the
lessees?, failuresto_pay-royalties land. feesior performyits. other covenants under the!franchise agreement, bankruptcy, abandonment of 7
the franchiseycommission of a:felony; assignment of the franchise without theiconsent ofthe franchisor, or failure to: comply withs:::
applicablé:Jaw-iii:the;opération of the relevant-Current-Hotel. - The: franchise agreements:will iot:renew: automatically upon. explratlon
The 1essees-are responsible:formaking:all paymenits: under the-franchise -agreements to the franchisors;:Under the franchise- !
agreements, the lessees pay a franchise fee of an aggregate of generally between 4% and 5% of room revenues, plus addmonal fees
that amount to between 3% and 4% of room revenues from the Current Hotels. -

&

C ompet'itionr "
The hotel industry: 1th1ghly competmve w1th various partrelpants competmg on:the: basrs of. prrce level of seTvice: andgeographrc
locatron ;The-Gurrent-Hotels-compete with-other hotel-properties-in. their.geographicimarkets. ; Some of the Company’$ competitors; -
miay:-have greater marketmg and:financjal resourcesithan:the Company, thezl€ssees,-and the Property: Managers:~:Seveéral of ‘thes Current
Hotels are located in areas in which they may compete with other Current Hotels for'business.- The Company: competes. for-acquisitibn
opportunities with entities that may have greater financial resources than the Company. These entities may generally be able to accept
more nsk than: the Company can: prudently manage ~1ncludmg risks w1th respect 1O the: credrtworthmess ofia; hotel operator SR

Envzronmental Matters

Under Variousfederal state and local lawsz and regulatrons jan owner: orroperator of real estate may be hable for: the costs ef removai
orrremediation: ofrcertam hazardous: or;foxici substances.on.such propeity:: Such:laws often.impose:such liability.without regard to :
whetherthe-oivner knew of, or wasresponsible for; the presence of hazardous or:tokic- substances: ‘Furthermore; a person that. : fas
arranges for the disposal or transports for disposal or treatment of a hazardous substance’ at:another.property.may be-liable for the costs
of removal or remediation of hazardous substances released into the environment at that property. The costs of remediation or
removal of:such substances:may besubstantial; and_the presence-of such:substances, or the failure to.promptly remedy-such. .
substances, may adversely-affect the owner’s abrhty to-use.or sell such: real:estate; Or'to borrowsusing-such realestate as collateral i
Certain environmental dJaws and common law:principles:could be used to impose liability for the releasé of -and exposure to-hazardous:
substances, mcludmg asbestes-confaining matérials (“ACMs”) released into-the air,-and third parties;may seekirecovery from owners
or operators:of real :properties - for personal-injury: or property damage associated with-exposure to réleased hazardous:substancesy . «:
including ACMs. In connection with the ownership and operation of the Current Hotels, the Company, the lessees; or the Property::::
Managers, as the case may be, may be potentially liable for such costs.
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Phase I environmental site assessments (“ESAs™) were obtained on all of the Current Hotels. The Phase I'ESAs were intendeéd to
identify potential sources of contamination for which the Current Hotels may be responsible and to identify readily apparent
environmental regulatory compliance concerns. The Phase I ESAs included historical reviews of the Current Hotels, reviews of
certain public records, preliminary investigations of the sites and surrounding properties, screening for the presence of asbestos, PCBs
(polychlorinated biphenyls) and underground storage tanks, and the preparation and issuance of a written report., The Phase I ESAs
did not include invasive procedures, such as soil sampling or ground water analysis. The Phase I ESA reports ‘have not revealed any
environmental condition, liability or compliance concern that the Company believes would have a material adverse effect-on the
Company’s business, assets or results of operations, nor is the Company aware of any such condition, liability or compliance concern.
Nevertheless, it is possible that these reports do not revéal all environmental conditions, liabilities or compliance concerns or that there
are material environmental conditions, liabilities or compliance concerns that arose at a Current Hotel after the related Phase I ESA
report was completed of which the Company is unaware. Moreover, no assurances can be given that (i) future laws, ordmances or
regulations will not impose any. material environmental liability for existing conditions at the Current Hotels, or (ii) the cutrent -
environmental condition of the Current Hotels will not be affected by the condition of the properties in the vicinity of the Current
Hotels (such as the presence of leakrng underground storage tanks) or by third parties unrelated to the Company

In addition tosthe ESAs, the Company also obtained asbestos:surveys for the Holiday Inn Select-Garland (Dallas), Texas and-the -
Comfort Inn-Greenville, South Carolina. In each of the asbestos surveys the consultants discovered the- presence of. ACMS The s
Company is.monitoring the presence of the ACMs. with the assistance of its consultants. P ey 2o

The Company believes that the Current Hotels are in compliance in all material respects with all federal, state and local laws,
ordinances and regulations regarding hazardous or toxic substances and-other environmental matiers. . The Company has not been .+
notified by any governmental authority: of any material noncompliance, liability or claim relating to- hazardous Or . tOXic; substances or. -
other envrronmental substances in connection with any ofits: propemes T : S

TaxStatus : v L gl L e

The Company. elected to be taxed as a.REIT under Sections 856-860 of the Internal Revenue Code of. 1986, as;amended, effective
for its short taxable year. ended December 31, 1994. The Company believes that it qualifies for taxation-as.a-REIT; and,with certain--_
exceptions, the-Company will not be subject to.tax at the corporate level on its. taxable income that is distributed to the shareholders.of
the Company,.'A-REIT is subject to. amumber of organizational and operatienal requirements, including-a requirement that it currently
distribute at least 90% of its-annual taxable income. -For taxable years beginning before January .1, 2001, the annual taxable income,,
distribution requirement was 95% Fallure to-qualify as a REIT:will render the Company subJect tofederal income tax (including. any
applicable minimum tax) on its taxable i income at regular corporate rates and distributions to, the shareholders in-any. such year will- not
be deductible by the Company. Although the Company does not intend to request a ruhng from the Internal Revenue Service (the
“Service”)-as to:its REIT status, the Company has obtained the opinion of its legal counsel that the Company qualifies as:a RETL;
which-opinion is based on certain.assumptions and representations and is not binding on the Service or any, court. .Even:if the

Company quahﬁes for taxatron as a REIT, the Company may be subject to certain state and,local taxes on itsincome and propertles

T
Pt

o ,;\; =

Seasonalrty

- The:Company’s operations historically have.been seasonal in nature, reflecting higher.RevPAR during the second and third quarters.-
Thrs seasonalrty and the structure of the Percentage Leases, which provide for a higher percentager of room.revenues above,the minimum;
equal.quarterly. levels to be paid as Percentage Rent, can be expected.to cause fluctuations in the Company's receipt,of quarterly. lease :
revenue under the Percentage Leases.- In December 1999, the Securities and Exchange Commission issued Staff Accounting: ‘Bulletin. No
101 (“SAB 101”) which provides guidance on revenue recognition. The Company adopted SAB 101 effective January 1, 2000. SAB .-
101, which requires that a lessor not recognize contingent rental income uvntil annual specified hurdles have been achieved by the lessee,
effectively defers recognition by the Company of a significant portion of percentage lease revenue from the first and second quarters, to
the third and fourth quarters of the calendar year. SAB 101 has no impact on the Company’s Funds From Operations (“FFO”), or its
interim or annual cash flow from its third party lessees, and therefore, on its ability to pay dividends (see Note 2 to the Company’s
consolidated financial statements).




Execuitive. Oﬁ‘icers of the Regtstrant N S SR

The followrng table hsts the executrve ofﬁcers of the Company

Charlo MEHRon e o mo ChmrmanoftheBoardofDrrectors e
{ :Robert.W. Wmston HI o . L 40 L ChrefExecutrve Ofﬁcer , ‘ . ‘
§ ‘Jarnes D Rosenberg o ,?:,.:é o : 48 Presrdent Chref Operatmg Ofﬁcer and Secretary
JosephV Green .'-' - B | 5 I Id Executrve Vice Presrdent Chlef Frnancra] Ofﬁcer :
Kenneth R. Cro'chett_ 45 ;“ L Executlve Vree Presrdent of Development e

Chiarles M. Winston.: Charles Winston has served as-Chairman of the Board of Directors since March 15;- 1994 Mr. Winston is a
native:of North'Carolind and'a graduate of the University of North Carolina at Chapel Hill with an A.B. degree.” Mr. Wirnston has
more than 37 years of experience in developing and opérating full sefvice restaurants and-hotels. Mr. Winston is Robert Winston’s
father and brother of J ames Wrnston a drrector
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Robert W Wmston, III Robert Wmston has served as Chlef Executrve Ofﬂcer and Drrector of the Company smce March 15
penods from March 1994 through May 1995 and from October 1997 untrl May 5, 1998 Mir. Wrnston is'a nativé of North Caroling"
and a graduate of the University of North Carolina at Chapel Hill with a B.A. degree in economics. Mr. Winston is Charles Wrnston S
son and James Winston’s nephew.

James D.-Rosenberg. -Mr. Rosenberg assumed thé title of President on‘January 14,1999. Mr. Rosenbérg has also serveidias Chief
Opérating Officet’since J: afivary 5,°1998; Secretary since May 5; 1998, and 'sérved as Chief Financial Officer from Jai anuary 5, 1998
throuigh May: 18,1999 “Miti Rosenberg is a CPA-and’a graduaté of Presbyterian ‘College and received an MBA'from'the University of
South Carolina: Piot t6 joining the Company, Mr: ‘Rosenberg held the 'position of-Sénior Vrce President'with Hohday Inn‘ Worldwide
since 1994 whieré'hé was responsrble for miatiaging'85"hotels'in seven countries. ‘Prior to joining the Hohday Inn organization, Mr.
Rosenberg was a‘partnierin Sage Hospltahty Résources and’ served as’Executive Vice President and Chref Fmancral Ofﬁcer of the
Denver based hosprtahty ﬁrm Mr Rosenberg started hrs career wrth Prrce Waterhouse L L P e : T

Joseph V Green “MT. Green assumed the title' of Execuhve Vice Presrdent Chief Fmancral Ofﬁcer on May 18,1999.- Mr Green
has also served as Execiifive. Vice Président - Acqu1smons ‘dnd:Finance from'Jahuary I, 1998 through May 18, 1999; ‘after having
advised Winston HoSpitality, Inc. on matters' regarding hotel acqaisitions and fifiance since 1993, including the inifial publit offerrng
of WHI. Mr. Green is a graduate of East Carolina University, was awarded his J.D. degree from Wake Forest University School of
Law and received a Master of Laws in Taxation from Georgetown University.

Kenneth Ri'Crockett:“Mr. Crockettwas appornted Sénior Vice President of Development of the Cotfipany in "September 1995 and
Executrve V1ce'Presrdent of Developrnent 1n Ianuary 1998 Mr Crockett isa graduate of the Unrversrty of North Carohna at Chapel
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The Percentage Leases ) CAUN R NI T T N

The:Partnership:leases the Current Hotels for remaining terms of:6-to 12 yéars pursuant.to Percentage Leases,-which provide forrent
equal to the greater:of-Base-Rent-or-Percentage Rent. The Percentage l.eases for:the Current Hotels contain the provisions described::";
below:iThe.Company: intends that future leases with respect o its hotel property investments will contain substantially similar.« = ¢
provisions, although the Company may, in:ts.diseretion; alter;any:of these-provisions:witlrrespect to any: particular future lease; 1.
depending on the purchase price paid, economic conditions and other factors deemed relevant at the time.

Percentage Lease Terms o e

Each Pércentage:l.ease for:the Current Hotels hias-a nonzcancelable remainingiteérm:of 6:to- 12 years;.subject torearlier termination”’
upon the occurrence of certain contingencies described in the Percentage Lease.

Amounts Payable under the Percentage Leases

During the term of each Percentage Lease, the lessees are or will be obligated to pay (i) the greater of Base Rent or Percentage Rent
and (ii) certain other additional charges. Base Rent accrues and is required to be paid monthly. Percentage Rent consists of minimum
percentage rent and excess percentage rent, if any. Minimum percentage rent is calculated based primarily on the amount of room
revenue up to a predetermined threshold per the lease. The percentage, which differs by hotel, is multiplied by this amount to
calculate minimum percentage rent. These percentages range from 23% to 54.44%. Excess percentage rent is calculated based
primarily on the amount of any room revenue in excess of the predetermined threshold mentioned above. The percentage, which
differs by hotel, is multiplied by this amount to calculate excess percentage rent. These percentages range from 50% to 80%. For
most leases, the percentage used to calculate excess percentage rent exceeds the percentage used to calculate the minimum percentage
rent. Percentage Rent is due either monthly or quarterly.

Beginning in the fiscal year following the year in which most Percentage Leases commence, and for each fiscal year thereafter, (i) :
the annual Base Rent and (ii) the Percentage Rent formulas will be adjusted on a quarterly or annual basis for inflation, based on }
changes in the CPI. The adjustment in any quarter may not exceed 2%, which may be less than the change in CPI for the quarter.

Other than real estate and personal property taxes, casualty insurance, capital improvements and maintenance of underground
utilities and structural elements, which are obligations of the Company, the Percentage Leases require the lessees to pay rent,
insurance, all costs and expenses and all utility and other charges incurred in the operation of the Current Hotels. The Percentage
Leases also provide for rent reductions and abatements in the event of damage to, destruction of or a partial taking of any Current
Hotel. ' ‘ "

Maintenance and Modifications

Under the Percentage Leases, the Company is required to maintain the underground utilities and the structural elements of the
improvements, including exterior walls (excluding plate glass) and the roof of such Current Hotel. In addition, the Percentage Leases
obligate the Company to fund periodic capital improvements (in addition to maintenance of underground utilities and structural
elements) to the buildings and grounds comprising their respective Current Hotels, and the periodic repair, replacement and
refurbishment of furniture, fixtures and équipment in their respective Current Hotels, up to an amount equal to 5% of room revenues
(7% of room revenues and food and beverage revenue for one of its full-service hotels). These obligations will be carried forward to
the extent that the lessees have not expended such amounts, and any unexpended amounts will remain the property of the Company
upon termination of the Percentage Leases. Except for capital improvements and maintenance of structural elements and underground
utilities, the lessees are required, at their expense, to maintain the Current Hotels in good order and repair, except for ordinary wear
and tear, and to make non-structural, foreseen and unforeseen, and ordinary and extraordinary repairs which may be necessary and
appropriate to keep the Current Hotels in good order and repair.

The lessees are not obligated to bear the cost of capital improvements to the Current Hotels. With the consent of the Company,
however, the lessees, at their expense, may make non-capital and capital additions, modifications or improvements to the Current
Hotels, provided that such action does not significantly alter the character or purposes of the Current Hotels or significantly detract
from the value or operating efficiencies of the Current Hotels. All such alterations, replacements and improvements shall be subject to
all the terms and provisions of the Percentage Leases and will become the property of the Company upon termination.Qf the
Percentage Leases. The Company owns or will own substantially all personal property not affixed to, or deemed a part of, the real
estate or improvements thereon comprising the Current Hotels, except to the extent that ownership.of such personal property would
cause the rents under the Percentage Leases not to qualify as "rents from real property” for REIT income test purposes.
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ITEM 3. LEGAL PROCEEDINGS

: The Company currently is not-involved in any pending legal proceedings, other than ordinary routine litigation incidental to'the -
business, nor are-any such proceedings known:to be.contemplated by: governmental authorities. The lessees have advised the .
Company that they currently are not involved in any material pending litigation,.other than routine htlgation ar1smg in the ordmary
course of business, substantially all of which is expected to be: covered by hablhty insurance: i : St

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to:a vote of security-holders during the fourth quarter of the fiscal year ended.December 31,2001,

T AN
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PARTO

ITEMS. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED
' STOCKHOLDER MATTERS . .

Market Price of and Dividends on the Registrant’s Common Equity
WHI's Common Stock trades on the New York Stock Exchange (“NYSE”) under the symbol “WXH.” As of March 1, 2002, WHI

had approximately 835 holders of record of its Common Stock. The followmg table sets forth, for the indicated periods, the high and
low closmg prlces for the Common Stock and the cash distributions declared per share:

Price Range Cash Dlstrlbuuons D_eclared
High Low " "'Per Share

- 2001 : CoL L P A
¢ First Quarter .~ 8.85 $ 713 o $ e 028
- Second Quarter - o 10.68 7.65 -, 028

Third Quarter 10.25 . 6.88 0.28

Fourth Quarter 8.20 S7.04 L, 015,

“"First Quarter s 850 $ 7.38 g 08

"Second Quarter ' o L 812 7.37 028

" Third Quarter”~ , 8.93 7.06 028"
. Fourth Quarter - - S IEERERERIR 0 b 7.12 028

Although the declaration of distributions is within the discretion of the Board ¢f'Directors and depends ‘on theé Company’s tesults of
operations, cash available for distribution, the financial condition of the Company, tax considerations (including those reldted to
REITs) and other factors considered important by the Board of Dlrectors the Company’s policy is to make regular quarterly
distributions. to it§'shareholders. . o -
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected financial information for the Company for the years ended December 31, 2001, 2000,-1999; -
1998, and 1997, and selected historical balance sheet data as of December 31, 2001, 2000, 1999, 1998, and 1997., This information
should be read in conjunction with Management s Discussion ‘and Analys1s of Fmancxal Condmon and Results of Operauons and thie
consolidated financial statements and notes thereto included elsewhere in this report.

W]NSTON HOTELAS.INC cre TR RIS L RS siopbnnl = BT S Cod
e o . . Selected Historical Financial and Other Data =~ |
e e For the’ years ‘ended December 31, 2001, 2000, 1999, 1998 and 1997
R T RS B S BRI ) Sane éxcept per share amounts) o

2000 1999 1998

Statémerits : :

Revenue; & wind
Percentage lease revenue ‘ $ 54755 % 62,430 § 62,237 § 54945 § 3‘5’;8.68
Interest, ]omt venture and other i 1nc0me » ) 2,715 £ 1,289 433 249t o ?34

Total revenue i 5734’7"0 63,719 62,670 755,194

Expenses:
Real estate taxes and property and casualty A
insurance. 6,682 6,630 6,356 5,262
General and administrative g P 5,419 . 4,323 4,236
Interest .. . ‘ S . 12,170 ' 13,491 12,513
Depreciation, ' s 20, 792 21,092 20,565
Amortization . 968 933 . 834
- Total expenses o ‘ 46,031 46,469 44,504
. Income before loss on sale of properties, allocation. ...«r .+ . .oiiaal ot e e o D e e

. to, rrunorlty mterest and cumulative effect;of o : L. b
change in accountmg prmc1ple e ‘11 439 e ‘17 250, 18 166 e e
Loss on sale of properties B ) 850 239 . ..,
Income before allocation to minority interest '
and cumulative effect of change in

accounting principle 10,757 16,400 - 17,927 20,875 18,073
Income allocation to minority interest 272 677 1,026 1,349 1,329
Income before cumulative effect of change in :
accounting principle 10,485 15,723 16,901 19,526 16,744
Cumulative effect of change in accounting
principle ' - (668) -- - --
Net income 10,485 15,055 16,901 19,526 16,744
Preferred stock distribution (6,938) (6,938) (6,938) (6,938) (2,100)

Net income available to common shareholders $ 3,547 % 8,117 § 9,963 §$ 12,588 $ 14,644

Earnings per share:

Net income per common share $ 021 $ 048 $ 061 § 077 § 0.92

Net income per common share assuming dilution ~ $ 021 § 048 $ 0.61 $ 0.77 $ 0.91

Weighted average numbef of common shares 16,926 16,890 16,467 16,286 15,990
Weighted average number of common shares _

assuming dilution 18,239 18,188 18,108 18,040 . 17,555

Distributions per common share $ 099 $ 1.12 § .12 $ 1.09 $ 1.08
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2001 2000 1999 ‘ 1998 1997
Balance Sheet Data (at end of period): S e
Cash $ 887 § 167 $ 28§ 33§ 164

Investmeiit in hotel propertres 350,087 366,882 - 388,870 397,861 279,485
Total: assets : T : ‘ 376,904 ‘ 394,310 ~406,071 412,156 287.827
Total:debt - oo ' ' 170,584 172,672 174,475 173,085 ' 44,081
Shareh‘ol‘ders’ equity o S C 184,205 198,716 209,078 213,425 - 217,490 -
Other Data: -
Cash provided by (used in): ‘ .
Operating activiies ~ * - § 37348 § 39589 $ 30952 § 34605 § 27,811
Investing activitiés ' ‘ I (5“967) : (10,231) - - (12,658) (135,398) 5(82,‘3’49')‘
Fi'nah‘cing activities ' 30, 661)" 29,219) (27,299) 100,662 54,468
Lessees’ room revenue -~ R o ToU125,5430 7 0 134977 7 134,886 117,752~ 79,526"
Funds from‘operations (1) * S ST 26,583 © 31,268 431,793 " 30,326 26,037
Cash available for distribution’” o S 16,768 "23,483 - 24735 24093 21,809

(1y Funds from operations (“FFO”), as defined by the National Association of Real Estate Investment Trusts, is income (loss) before
mmonty interest (determined in‘accordance with generally accepted accounting principles), excludmg extraordmary items' and gains
(losses) from’ debt restructuring and sales of operating propemes plus real estate-related depreciation and amortization and after
adjustments for unconsolidated partnershlps and joint ventures. The Company further adjusts FFO by subtracting preférred share -
distributions and adding the change in deferred révenue during the period to eliminate the impact of Staff Accounting Bulletin No 101
(see Note 2 to the Consolidated Financial Statements). The calculation of FFO may vary from entity to entity and as such the
presentation of FFO by the Company may not be comparable to other similarly titled measures of other reporting companies. FFO is
not mtended to represent cash flows for the period. FFO has not been presented as an alternative to operatmg income;, but as an
mdrcator of operating performance and should not be considered in 1solat10n orasa substltute for measures of performance prepared |
in accordance w1th generally accepted accountmg prmcrples :

The following table sets' ‘forth selected financial information for CapStar Winston for the years ended December 31, 2001, 2000 and
1999." Tlus information- should be read in conjuncuon with Management’s Discussion and Analysis of Fmancral Condmon and”
Results of Operatrons and the ﬁnancral statements and notes thereto mcluded elsewhere in this report T

" CAPSTAR WINSTON' COMPANY,L.L.C. *
Selected Historical Financial Data
For the years ended December 31, 2001 2000 and 1999
' (in thousands) 2

2001 2000 ., 1999

Room revenue L $ 122,487 . % 126,884 $ 127,571
Other revenue ~© : S 13150 ¢ T 14,664 B 14,144
Totalrevenue ~ 0 135637 ° ' 141548 - 14L715
Rooms expense 27,677 29,202 29,037
Percentage lease expense 54,290 57,995 58,551
Other expenses 51,150 74,606 53,240
- Total expenses ‘ 133,117 161,803 140,828

Netincome(oss) . $ 12520 8 (20255 § 887

15




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND:RESULTS OF OPERATIONS
($ in thousands, except per share amounts)

Wmston Hotels, Inc. (“WHI”) operates so as to quahfy as a real estate mvestment trust (“REIT™) for federal income tax purposes
Dunng 1994, WHI.completed an initial public offering of its common stock (“Common Stock”), utilizing the majonty of the proceeds
to acquire one hotel and a general partnersh1p interest (as the sole general partner) in WINN Limited Partnership (the ‘“Partnership”).-
The Partnershrp used a substantral portion of the proceeds to acquire nine additional hotel properties. These ten hotels were acquired -
from affiliates of WHI. WHI and the Partnership (collectively the “Cornpany”) began operations as a REIT on June 2, 1994. As of
December 31, 2001, WHI’s ownership in the Partnership was 92.87% (see Note 7 to the consolidated financial statements)

During 1995 and-1996, WHI completed follow-on:Common Stock.offerings, as well as a Preferred Stock offerlng in September
1997, and invested the net proceeds from these offenngs in the Partnership. The Partnership utilized the proceeds to acquire 28 -
addttronal hotel propert1es The Company owned 31 hotels as of December 31, 1996 and acquired seven hotels in: 1997 (collectlvely
the *:1997 Hotels™): ; During 1998, the Company added 13 additienal properties to its portfolio, five of which were mternally
developed (the “1998-Hotels”). The Company sold two hotels in: 2000 and one hotel in 2001. As of December 31 2001, the
Company wholly- owned 48 hotel propemes (the “Current Hotels ’}in, 12 states having an aggregate of 6 574 Iooms. ... i

BESEAH

The Company also owns 2 49% ownership interest in three joint ventures, each of which owns an operating hotel, (collectively. the
“Jomt Venture, Hotels ") The Joint Venture Hotels consrst of a Hllton Garden Inn located Jan Wmdsor CT;a Hampton Inn. located in
Ponte Vedra_,‘ FL, and a: Hilton Garden Inn located in Evanston IL, havmg a total of 453 rooms, Addmonally, the Company has .
provrded mezzamne ﬁnancmg to three unrelated partres wo. of which own Hllton Garden Inn hotels having a total of 275:rooms,, and ‘
ong of Wthh. owns.an independent resort hotel with 679 rooms, The Company has no ownershtp 1nterest in any property for Wthh it
has prov1ded mezzanine ﬁnancmg & A ‘

[

As of Decem 1 2001 the Company leased 46 of the 48 Current Hotels to CapStar W1nston Company, L L.C ( ..
Winston”), a wholly owned subsrd1ary of MenStar Hotels and, Resoxts Tnc. (“MenStar”), .one of the Current Hotels toanstol W
Tenant' Company, a wholly owned subsrdlary of Six Continents Hotels, Inc. (“er Contments ) and one of the Cuxrent Hotels to .
Secaucus Holding Corporation, a wholly owned subsidiary of Prime Hospltallty Corp. (“Prime™). CapStar ‘Winston also currently E
leases two Joint-Venture Hotels located in Ponte. Vedra, FL and Evanston, IL.. Six Continents.also currently:leases the Joint Venture.
Hotel located in W1ndsor CT, All 48 of the Current Hotels are leased pursuant to separate ¢ rcentage operatmg lease agreements that
provide for rent payments based, in part, on revenues from the Current Hotels (the “Percentage Leases”) Under the terms of the... ..
Percentage Leases, the lessees are obhgated to pay ‘the Company the greater of base rent or percentage rent (“Percentage Rent”) The
Percentage Leases are designed to allow the Company to participate in the growth in revenues at the Current Hotels by requiring that a
portion of each Current Hotel’s room revenues in excess of speciﬁed amounts will be paid to the Company as Percentage Rent.

CapStar Winston is a wholly owned subsidiary. of MenStar Hotels and Resorts Inc A{MeriStar”). As of December 31, 2001,
MeriStar, the nation’s largest independent hotel management company, leased or managed 275 hospitality properties with more than
57,000 rooms in 41 states; the District of Columbia and Canada.

Critical Accountmg*Pollaes

The Company s drscussron and analy31s of its ﬁnanc1a1 condition and results of operations are based upon the Company s. ﬁnanc1al
statements, which, have been prepared in accordance with accounting pnnc1ples ‘generally accepted in the United States of Amerrca
The Company- believes the following critical accounting policies affect its'more significant judgments and estimates used in the
preparation of its financial statements.

Revenue Recognition B P

The Company 1 r ogmzes contingent percentage lease revenue when- each hotel achieves annual specified room revenue hurdles
effectively deferrmg the recognition of contingént-percentage lease revenue from the first and second quarters to the third and fourth
quarters of the calendar year. There are no significant estimates involved in the recognition of revenue. Due to the timely remittance
of payments, no significant allowance for doubtful accounts is recorded.

Joint Ventures

The Company has a 49% interest in three joint ventures. The Company has determined that it does not have a controlling interest in
any of the joint ventures and therefore uses the equity method to recognize its share of net income or loss from the joint ventures and
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adjusts the carrying value of the investment accordingly. The joint ventures” assets, liabilities, and equity are not recorded on the
Company's balance sheet.

The Company receives current financial information from the joint ventures and performs an analysis to determine its share of
income. This analysis includes the review of operational data, significant assets and liabilities, and results of operations to ensure that
the Company’s interests are realizable. The Company considers the operating trends and expectations for the foreseeable future. The
Company believes that these joint venture operations presently support the carrying value of the investments in joint ventures. -

Impairment of Long-Lived Assets

The Company evaluates the potential impairment of individual long-lived assets, principally the hotel properties. The Company
performs an analysis of the operating results of the assets and trends and prospects of the local hotel and lodging market. Key
company and industry statistics include occupancy rates, average daily room rates, and revenue . per available room (“RevPAR™):
Significant changes in the hotel and lodging market could affect the analysis. During the second half of 2001, the industry and the
Company experienced a decline in.RevPAR. The Company expects the negative trend.in.ReyPAR to continue-through the second., -
quarter of 2002. The Company will continue to analyze the operating results of each hotel and evaluate the potential for impairment.

Derivative Instruments ..., ... . - . ... .

In the normal course of business, the Company is exposed to the effect of interest rate changes. The Company limits these risks by
following established risk management policies and procedures including the use of derivatives.Derivatives, are used primarily. to fix
-the interest rate on debt based on floating-rate indices and to manage the cost of borrowing obhgauons The Company does pot use
derrvat1ves for tradmg or speculatrve purposes Further ‘the’ Company ‘hasa pollcy of only entermg into contracts with major, ﬁnanc1a1
institutions based i upon their credit ratings and other factors. On December 18, 2000, the Company completed an interest rate swap on
$50,000 of its outstanding variable rate debt under its $125,000 line of credit (the “Line”). The Company’s interest rate swap qualifies
as a hedge for accounting purposes, and therefore is reported at its fair value on the Consolidated Balance Sheets. Changes in the
Company’s amounts due to banks could affect the hedge determination. The interest rate swap effectively replaces the Company s
variable interest rate based on 30-day LIBOR on $50,000 of the Line with a fixed interest rate of 5.915% until December 18,2002,
which is two years prior to the expiration of the Line, at which time the variable rate debt will no fonger be fixeéd. The Company plans
to contmue to monitor its interest rate r1sk and to manage and limit this r1sk In accordance with its estabhshed mterest rate r1sk
management pohcres ‘ .
Results of .,Op'erations' o

For the perrods ended December 31 2001 and 2000 the dlfferences in, operatmg results are attrrbutable prrmarrly to a weakemng
economy that wa accelerated by. the terronst attacks that occurred on September 11, 2001 The Company sold its Comfort Inn hotel 1n
Rale1gh NC in Apnl 2001, resulting in a net loss of $682 The Company,sold its Comfort Suites hotel in London Kentucky in
February 2000 and 1ts Hampton Inn hotel in Duncanv1lle Texas in September 2000 resultmg in combmed net losses of . $850

For the periods ended December 31, 2000 and 1999, the differences in operating results are primarily attributable to the adoption of
Staff Accounting Bulletin No. 101 (“SAB.101").. SAB 101 was issued by the Securities and Exchange Commission in December. .
'1999 and adopted by the Company effect1ve January L 2000. SAB lOl requires. that a lessor not recognize contlngent rental 1ncome
of percentage lease: revenue for the year "2000. “Had the Company not adopted SAB 101 the Company would have reported percentage
lease revenue totahng $62, 209 for 2000, a decrease of $28 versus $62 237 for 1999 SAB 101 has no impact on.the Company’s. Funds
From Operatlons (“FFO”) or 1ts 1nter1m or. annual cash flow from its thrrd party lessees, and therefore on its ab111ty to pay d1v1dends

o The terror1st attacks of September ll 2001 and the effects of the economrc recess1on have led to a substantral reductron 1n busmess
and lersure travel throughout the United States. As a result,-in the fourth quarter of 2001 our RevPAR decreased ll% and our. FFO.
per share decreased 41% from our results.for the fourth quarter of 2000.. We expect the decline in our year over year RevPAR for the
first quarter of 2002 to be generally cons1stent with the decline we experrenced in the fourth quarter of 2001, In .addition, we expect -
the decline in our year over year FFO per share for the first quarter of 2002 to be approx1mately 31%. Dependrng on, the. speed of the
economic recovery and other factors, we may experience declines in our year over year RevPAR and FFO per share for the second
quarter of 2002 at similar levels. :

[
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The table below outlines the Company’s hotel properties owned as of December 31, 2001, 2000 and 1999.

December 31, 2001 December 31, 2000 December 31, 1999

Acquisitions  Properties  Acquisitions’ Properties " Acquisitions Properties
D I “during owned at during © owned at : during '~ owned at
Type of Hotel - the'year - yearend - ~ ‘the year - year end - : the year year end
Limited-service hotels .- ' 27% - o 28%*k ' - 30 :
Extended-stay hotels -- 10 -- 10 -- 10
Full-service hotels - 11 - 11 " ‘ 11
48 = 49 = 31

Total =

* The Company sold one hotel during 2001 as noted above.
~The Company sold’ two hotels durmg 2000 as noted above :

In order to present a'more meanmgful companson of operatlons the followmg compansons are presented

The Company .
e operating results for the year ended December 31, 2001 versus operating results for the year ended-December 31, 2000;
. operatmg results for the year ended December 31 2000 versus operatmg results for the year ended December 31 1999

CapStar Wmston Company, LLiC: - = - ,
e operatlng results for the year ended December 31, 2001 versus operatmg results for the year ‘ended December 31, 2000
e operatmg results f0r the year ended December 31, 2000 versus operating results for the year ended December 31, 1999

The Company

Year ended December 31 2001 versus Year ended December 31 2000

The Company had tevenues of $57,470 in 2001 cons1st1ng of $54 755 of percentage Jedse revenues and $2,715of 1nterest Jomt
venture and other income. Percentage lease revenues decreased $7,675 in 2001 from $62,430 in 2000. This decrease was die
primarily to a sharp decline in RevPAR during the last four months of 2001 as a result of a weakening economy accelerated by the
terrorist attacks that occurred on September 11, 2001. In 2001, RevPAR decreased 1.4% from January through August, as occupancy
declined 6.2%, offset by an increase in the average daﬂy rate of 5.1%. However, RevPAR decreased 12.0% from September through
December mcludmg a RevPAR decliné of '19. 8% in September During the last four months of 2001, occupancy declined 10:1% and
the average daily 1 rate declined 2.2%. Percentage lease revenue also decreased $756 due to'the sale of two hotels during 2000 and one
hotel during 2001 “Interest; _]Olllt venture‘and ‘other income increased $1,426 to $2 715 ity 2001 from $1,289 in 2000 This increase is
due primarily to afi increase'in development and’ design and purchasing fees, an ‘increase in income generated by thie Ji oint Venture
Hotels and an 1ncrease 1n mterest mcome frorn mezzamne loans

Real estdte ‘takes and property and casualty 1nsurance ‘expenises remained constant at $6 682 in' 2001 ‘as compared t6'$6, 630 in 2000.
Real ‘estate’taxes increased $141 due to'increased rates and-property’ values in 2001 while property 1nsurance expense decreased $23
due pnmanly to a lower number of ¢laims made'in 2001 In addition, ground lease- expense decreased $66in 2001 as a result of lower
Toom Tevenues at the coiresponding hotel. General and administrative expenses increased to $5,419 in 2001'from $4,323 i in'2000.”

This i increase’is dué primarily to site acqulsmon expenses of $272; costs related to efforts to purchase the Percentage Leasés totahng
$255, a décrease in capitalized costs totaling $341; and loan costs totaling $124. The Toan costs were expensed due to'the inability to
finalize a collateralized mortgage backed securities debt instrument as a result of the instability in the marketplace caused by the
terrorist attacks on* September 11, 2001 Interest expensedecreased $1 321 f0'$12,170 in'2001 from’ $13,491 in 2000, due prlmanly to
a decrease in'the annual Wexghted average interest rate of 0.74% from 7.77% in 2000 to 7.03% in 2001° ‘and'a decreasein welghted
average borrowmgs from $173,213 in 2000 to $172,022 in 2001. Deprec1at1on expense decreased $300 to $20, 792 in'2001 from™ "~
$21,092'in 2000; ‘due’ primarily to the sale of two hotels durmg 2000 and one hotel durmg 2001. Amortlzatlon expense 1ncreased »
shghtly to $968 in 2001 from $933 in 2000. S

Year ended December 31, 2000 versus Year ended December 31, 1 999

-~ —

The Company had revenues of $63,719 in 2000, consisting of $62,430 of percentage lease revenues and $1,289 of interest, joint
venture and other income. Percentage lease revenues increased $193 in 2000 from $62,237 in 1999. This increase was primarily
attributable to an increase in lease revenue due to the Company’s adoption of SAB 101 effective January 1, 2000, which resulted in
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additional lease revenue recognition of $221. Had the Company not adopted SAB 101, lease revenue for 2000 would have been
$62,209, a decrease of $28 from its 1999 lease revenue of $62,237. This decrease was primarily due to a decrease of $1,348 in
percentage-lease revenue.generated from the 1997 Hotels due to competitive pressures resulting in lower occupancy rates. This
decrease also included:a decrease of $421 in percentage lease revenue from the two hotels sold during 2000. This decrease was offset
by.an-increase.of $1,741 in-percentage lease revenue generated from the 1998 Hotels due te higher occupancy rates and average daily
rates.:*Most: of the:1998 Hotels are full service, up scale hotels, while the 1997 Hotels are mostly:limited service hotels. Interest, joint
venture:and other:dncome increased $856-to'$1,289 in 2000 from $433 in 1999. This increaseiis due primarily to an increase in
development and- des1gn and purchasmg fees and an increase in mterest income from mezzanine loans:- co

Real :estate taxes and property and casualty insurance expenses incurred in 2000 were $6,630, an increase of $274 from $6,356 in:
1999. Real:estate taxes increased $131 due to increased rates and property values in 2000. Property insurance'increased $143 due
primarily’tG-property coverage premium increases. General and administrative expenses remained constant, at $4,323 in 2000 as
compared t0:$4;236 in 1999. Interest expense increased $978 to $13;491 in 2000 from $12,513 in 1999, primarily -due to an increase
in the annual weighted-average interest rate of 0.72% from 7.05%-in 1999 to 7.77% in 2000 and a decrease in capitalized interest of
$137-from $163.in 1999 to $26 in.2000, offset by a decrease in weighted average borrowings-from $178,038.in:1999.t0:$173,213 in -
- 2000: Depreciation expense increased $527-t0 $21,092-in 2000 .from $20,565 in 1999, primarily due to depreciation related to:
renovations:and:capital additions completed during 2000 and the second half of 1999 offset bydisposals of two hotels sold during - :
2000. “Amertization expense increased $99 to $933 in 2000 from $834 in 1999.. The increase is primarily ‘attributable to twelve
months of:amortization in 2000:of deferred financing costs associated with the Company S then new $14O 000 hne of credit; which:
originated in February 1999, versus eleven months of amortization in*1999. ~

CapStaneWinston:x(-jompanyr, L.LC.:. .

Year ended December 31 2001 versus Year ended December 31, 2000

CapStar W1nston had room revenues of $122 487 in. 2001 a decrease of $4 397 from $126 884 in2000. The decrease inroom
revenues was. die to-a decrease in occupancy rates from 68:6% to 63.5% partially offset by -an increase in the average daily rate of
$3.29 from $77.29 t0-$80:58.: RevPAR decreased $1.86 t0-$51.13 in 2001from $52.99 in 2000. ‘Food and beverage revenue decreased
$645-t0 $7,546:in 2001 from:$8,191-in: 2000. . This: decrease wis due to a decline in'room service, lounge, and banquet related : -
revenues:resulting from decreased occupancy: - Telephiorie and other operating departments revenue decreased $869 to $5,604 in 2001
fromi$6,473 in:2000:due to d:decrease in long d1stance telephone revénue. Increased use of. cellular phenes and calhng cards by
busmess tnavelers led to'this declme : TR A - P N d

CapStar Wmston had total expenses in 2()01 of $l33 117 a. decrease of $28 686 from $161 803 in 2000 The decrease was
primarily attributablé to. an-asset impairment charge in 2000 of $21,658 to adjust goodwill created from the-acquisition of theleases
from Winston:Hospitality, Inc: in:1997.=This charge is-a non-cash adjustment to the carrying value of those assets:: Lower lease
.expense and:administrative and general expenses also led to:the decline.” Lease expense declined-as‘a result-of decreased occupancy.
and:roomyrevenues.. Adrmmstratwe and general expenses were lower due to.reductions in labor cost; secunty and corporate e
rennbursables : S 4 : S

Year ended December 31 2000 versus. Year ended December 31 1 999

: CapStar W1nston had room revenues of $126 884 in 2000 a decrease of $637 from $127 57 lin: 19991 The decrease inrgom i - &
revenues - was primarily die to the sale.of the Comfort Suites in London; Kentucky by the Company.in February 2000, the sale of:the>
Hampton Inn in Duncanville, Texas in:September 2000; and-a decredse in occupancy rates from 71.0% to 68.6%. Although room. . «
revenues decreased, RevPAR increased 0.2% due to a decrease in total rooms available. Food:and beverage revenue increased.$176:to
$8,191 in 2000 from $8,015 in 1999. This increase was due to a rise in room service, lounge, and banquet related revenues.

Telephone and other operating departments revenue-increased $344 to $6,473 in 2()00 from $6 129 in: 1999 due to a rise in revenues.
from mov1es/v1deos and. banquet producnon for limited service hotels. “ S s

CapStar Wmston had total -expenses.in 2000 of $l61 803, an increase of $20,975 from $l40 828 in 1999 The increase was
primarily attributable to-an asset impairment charge of $21,658 to adjust goodwill created from the‘acquisition of the leases:from - -
Winston Hospitality; Inc: in 1997: ‘This:charge is a non-cash adjustment to:the carrying value of'those-assets. This:increase is
partially offset by a.decrease in.expenses attributable to the sale of the Comfort Suites i London, Kentucky:in February-2600 and the
sale of the Hampton Inn in Duncanville, Texas in September 2000. :
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Liquidity and Capital Resources

The Company finances-its operations from operating cash flow, which is principally derived from Percentage Leases. For the year
ended December 31, 2001 cash flow provided:by operating activities was $37,348 and FFO was $26,583.: The Company’s FFO is'
equal to net income before allocation to minority interest, (determined in accordance with generally accepted dccounting principles)
excluding extraordinary items and gains (losses) from debt restructuring and sales of operating properties, plus-real estate-related ».. .
depreciation and amortization, adjustments for unconsolidated partnerships and joint ventures and the change in.deferred revenue. : -
resulting from SAB 101, less preferred share-distributions.; Under federal income tax law provisions applicable to REITS priorto. -.*
January 1, 2001, the Company was required to distribute at least 95% of its taxable income to maintain its tax status as a REIT. For
taxable years beginning after December 31, 2000, the taxable income distribution requirement has been reduced to 90%: In.2001; the
Company. declared total distributions of $23,694, $16,756 to its common shareholders and $6,938 to its preferred shareholders.. Based
on the Company’s 2001 .taxable income, the Company was required to distribute approximately $14,081 to maintain its' REIT status as
described above. During the fourth quarter of 2001, the Company reduced its quarterly common share dividend from $0.28 per share,
which was paid for the first three quarters of 2001, to $0.15 per share. This reduction was due to weakening econornic conditions, :
which were further negatively imhpacted by the terrorist events of September-11, 2001. . The' Company intends to'monitor its dividend:
policy closely and to act accordingly-as earnings dictate. The Company intends to fund cash distributions to shareholders.out of cash:
flow from operating activities. The Company may:incur, or cause the Partnership to incur, indebtedness to meet its dividend policy or
the distribution requirements imposed on the Company under the Internal Revenue Code (including the requirement that aREIT . .
distribute to-its shareholders annually-at least 90% of its taxable income) to the extent that available capital and cash-flow from the i
Company’s investments are insufficient to make such distributions. - & i SR o . : ceo

The Company’s net cash used in investing activities during the year ended December 31, 2001 totaled $5,967, consisting of cash
outflows for mezzanine financing, capital expenditures, renovation of hotels and investments in joint ventures, offset by proceeds from. .- ,
the sale of one hotel and proceeds from the settlement of a lawsuit. \

Tn 2001 and 2000, the Company made three mezzanine loans totaling $3,516 to third party hotel owners. During 2001, the
Company provided $2,186 in mezzanine finaricing to Noble Investments - Tampa; LLC to-develop a Hilton Garden:Inn in-‘Tampa; EL
(the “Tampa Hotel”): ‘The Company receives monthly interest at annual rates: based on: 30-day:LIBOR plus8.44% until the earliest-of
(a) prepayment of the. loan; (b) the initial maturity date of January 1,2004, or (c) the earlier of (1) 60 days before the maturity date of
the borrower’s qualified refinancing, or (2) February 1,2006. During 2000, the-Company. provided:$1,080 in mezzanine financing to: |
Noble Investments —Sugarloaf, LLC to develop-a:Hilton Garden Inn in Atlanta (Sugarloaf), GA (the “Sugarloaf Hotel”). The...... . .. !
Company receives monthly interest at-annual rates;based-on 30-day LIBOR plus 7.36% until the earlier of ¢a) prepayment of ‘the'loan’
or (b) June 30, 2005. Both loans are subject to prepayment penalties during the first three years. When each:hotel opened;:the. ..
Company began to earn interest equal to 2% of gross revenues, 25% of which is paid monthly and the remainder is accrued {“Accrued
Interest”). On-the earlier of prepaymeént.or the maturity date of each loan, the Company will also receive.the greater of the Accrued:
Interest or, with respect to the.-Tampa Hotel, 20% of the appreciation'in value, and with respect to the Sugarloaf Hotel,:15% of the -
appreciation in value.:In:additien to earning interest income;.the Company also provided development and: purchasing services to .-~
Noble during each-hotél’s.construction-stage for additional fee income. The Company-co-developed-the:Sugarloaf:Hotéel.and. = -
developed the Tampa Hotel.- During 2001 and 2000, these fees totaled $645 and $137, respectively. Both the Tampa Hoteland the:
Sugarloaf Hotel are owned 100% by unaffiliated single purpose entities (the “Borrowers”). The Company holds collateral equal:to i~
100% of the ownership interest in the Borrowers. The Borrowers made initial equity investments equal to 20% of the total cost of the
respective hotel, and there are certain default provisions under which the Company may. declare:the ioan:immediately-due‘and-payable
or may step in and take control of the Borrowers, including for failure to maintain specified debt coverage ratios. Noble Investments
LLC and the-Noble Company, LEC each uncenditionally guaranteed the loan/for the-benefit of the Company. The Atlanta\(Sugar.lc’)af)
project opened diiring the second guarter of 2001, and the Tampa project opened during the first quarter of 2002.. In 2001, the .
Company also provided mezzanine financing: totaling $250 Wthh represents a part101patmg interest in a $5,478 mezzanme loan to. the
owner-of a 769-room resort hotel in Orlando, FL. - Lo e R Co ot
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During 2001, the Company spent;$9,’436‘or 7.5% of the le€ssees’ room revenue, in connection with the renovation of its Current Hotels
and plans to spend approximately $6,500 during 2002. Pursuant to the Percentage Leases, the Company:is required to spend 5% of room
revenues for its hotels (7% of room revenues and food and beverage revenues for one of its full service hotels) for periodic capital
improvements and the refurbishment and replacement of furniture, fixtures and equipment atits Current Hotels. These capital
expenditures are funded from operating cash.flow, and possibly from borrowings under the Company’s $125,000 line of credit (the
“Line”), sources: that are expected to be:adequate to fund such capital requirements. These capital expenditures are in addition to amount$

spent on normal repairs and maintenance, which were approximately 5. 1% of room revenues in both 2001 and 2000 and are paid by the .
lessees. - - -

During 1999, the Company entered into a joint venture agreement with a subsidiary of Regent Partners, Inc. (the “Regent Joint
Venture”) to jointly develop and own upscale hotel properties. The Regent Joint Venture consists of two separate joint ventures, each of
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which owns one hotel, The first hotel developed under the Regent Joint Venture was a $16 million; full service 157-room Hilton Garden
InminWindsor, CT opened in September 2000. The second hotel, a $20 million, l78 -room Hilton Garden Inn in'Evanston, IL, opened i
July 2001 IR : _

Regent currently may-offer the Company the right to purchase its interest:in either of the Regent Joint Ventures and, if the Company
refuses to purchase the:interest, Regent mmay cause the joint venture to-sell the hotel owned by the applicable joint venture to a third
party. In‘addition, at the Company’s option, it has the right to acquire Regent’s interest in either joint venture (1) at any time after 60 -
months following; the:date the applicable hotel.commenced operations or (2) if Regent fails to sell the applicable hotel:following the -
Company’s rejéction of an offer:by Regent to sell the.Company its interest in that joint venture. The Company owns a:49% ownership
interest in the Regent Joint Venture.

Additionally, in. April 2000, the Company entered into a joint venture agreement with Marsh Landing Investment, LLC (“Marsh”)
to jointly develop an $8 million, 118-room Hampton Inn:in Ponte Vedra, FL. This hotel opened in December 2000:- The Company
owns:49% of the joint venture, and Marsh, a company owned by Charles M. Winston and James H. Winston; owns the remaining
51%. Both Charles M. Winston and James H. Winston serve on the Company’s Board-of Directors. Marsh currently may offer the
Company the right to purchase Marsh’s interest in the joint venture and, if the Company refuses to purchase the interest, Marsh may
cause the joint venture to sell the hotel owned by the joint venture to a third party. In'addition, at the Company’s-option, it has the
right to acquire Marsh’§ interest in the joint venture ¢1) at any time after December. 2005 or (2) if Marsh fails to' sell the hotel
following the Company's rejection of an offer by Marsh to sell it’s interestiin the Jomt venture to the Company )

Dunng 2001, the Company received cash distributions from the three Jomt ventures totalrng $1,029. Under the terms of the joint
ventures, the’Company has provided property development and purchasing services-and will continue o provide ongoing ‘asset |
managementiservices for:additienal fee income. 'Fifty<one percent of such fee income is recognized:as revenue,-and 49% as a reduction of ?
investment in the joint ventufes, based on the Company’s ownership level in each joint venture hotel. -Suchincome earned during-2001
and 2000 totaled:$286: and $308, respectively. Under the terms of:the operating agreement for each joint venture, the Company must -
approve all major decisions, including refinancing or selling the respective hotels, making loans, changesin partners’ interests,
entering into contracts of $25 or more, and purchasing or acquiring assets. As of December 31, 2001, the total assets of the three joint
venturesiwere $44,925, total liabilities: were $27,887:($27,068. of which represented long-term debt), and total equity was:$17,038.
The Company’s 49% proportionate share of the total assets, liabilities, long-term debt and equity equated to $22,013, $13,665,
$13,263 and $8,349, respectively. For the years ended December 31, 2001 and 2000, the total revenue of the three joint ventures was
$4,394 and $414, and total expenses were:$3,326.and $478, resulting in net income(loss) of $1,068 and $(64), respectively. During
the year ended December 31, 2001, the unaudited financial statements of the joint ventures reflected aggregate cash flow provided by
operating activities:of:$2,261, cash used in investing activities of $14,487, principally for hotel additions, and cash provided by |
financing activities: of $11,448, principally in the-form of:loan proceeds and capital ‘contributions less-distributionst: joint venture :
partners.

The Company is actively seeking one or more 1nst1tutronal investors as joint veénture partners to acquire: (i) hotels for. repos1tron1ng,
(ii) hotels for rehabilitation and-(iii) hotels that- could benefit from new management-and additional capital. The Company expects to
make a minority interest investment in any joint venture formed and expects to receive fees for overseeing the joint venture’s
properties and operations. In addition to generating development, purchasing and asset management fee income and thus enhancing
the Company’s revenues and cash flow, the Company expects to receive other benefits from joint venture agreements, such as
expanded affiliations with leading upscale brands and growth in the Company s portfoho with limited equity investments.

The Company owns a 50% interest in a ]ornt ‘vénture with an affiliate of Concord ‘Hospitality Enterprises, Inc. This ]ornt venture
currently has no operations, but it has two hotels under contract for purchase at prices aggregating approximately $7.0 million. The
Company estimates that these two hotels will require an additional approximately. $8.0 million in.renovations. ..Under certain
cucumstances, Concord will have the rrght to purchase the Company s interest in the two hotels. ,

The,jC_oirnpany.(so_ld its Comfort Inn ho‘tel»_in Ralejgh,iNC during 200 l,. The total proceeds were $3,800., The Company, also-sold a
parcel of land during 2001 for proceeds.totaling $508. The Company.also is-considering the sale of certain other non-core hotels. that.
lie; outside the Company’s “mid-scale without food and beverage” and “upscale” segment focus-and plans to use the proceeds 1o
reduoe, debt, invest in hotel properties, or provrde mezzanine loans. : oo . . 7

The Company's net cash used in ﬁn:ancin’g activities during the year ended December 3 l'; éOOl totaled $3‘O;66l. This net use of cash
was primarily due.to the payment of distributions to shareholders of $25,887 and the payment of distributions to the Partnership’s.
rmnorrty interest of $l 454, This amount also includes prrncrpal payments totalmg $1 188 related to the Company s $7l OOO ﬁxed
rate note. ) P : r : S ‘ , :
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On December-19, 2001, the Company amended and restated its previous $140,000 line of credit with the same group of banks, led
by Wachovia Bank, N.A. Fees paid in connection with the new financing facility totaled $1,232. The new $125,000, three-year line- -
of credit (the “Line”) bears interest at rates from LIBOR plus 1.75% to 2.50%, based on the Company’s consolidated debt leverage . .-
ratio. The Line is collateralized with 28 of the Current Hotels, with a net book value of $200,786 as of December 31, 2001. The
Company used the proceeds from the Line to pay off the outstanding balances under the previous $140,000 line.of credit. During
2001, the Company reduced the outstanding balance under its line of credit $900, from $103,800.t0 $102,900. In accordance with the
provisions of the Line, the Company’s availability under the Line totaled approximately $14,300 as of December 31, 2001. The Line :
requires the Company to maintain certain financial ratios including maximum leverage, minimum iriterest coverage and minimum -
fixed charge coverage,-as well as certain levels of unsecured and secured.debt and:tangible net-worth, all of which the Company was
in compliance with as of December 31, 2001. : T RS

The Company had $67,684 in debt.at December 31, 2001 that. was subject to a fixed interest rate-and fixed monthly payments with
GE Capital Corporation. This debt, a ten-year loan with a 25-year amortization period,carries an interest rate 0£-7.375%. All unpaid
principal and interest are due on December 1,2008.- The'GE Capital loan is collaterahzed with 14 of the. Company S Current Hotels .
with a net book value of $1 17,427 as of December 31, 2001.

On December 18§; 2000 the Company completed an mterest rate :swap on $50 OOO of its outstandmg vanable rate debt under the
Line. This transaction effectively replaced the Company’s variable.interest rate based.on 30-day LIBOR on:$50;000: of outstanding -,
debt under the Line with a fixed interest rate of 5.915% until:December 18, 2002.- The Line’s interest rate:spread is-curténtly 2.25%,"
equaling a fixed rate of 8.165% on $50 000 until December 18, 2002

In August 2000 the Company announced that 1ts Board of Drrectors authonzed the Company to. purchase up to 1, OOO 000 shares of :
its Common Stock.. In making the determination of whether or not to buy shares of Cornmon Stock, management thoroughly analyzes
the yield on such.a buyback:versus the yield from alternative uses of capital. Management also considers that when borrowing under
the Line to purchase Common Stock, the Company’s availability under the Line is permanently 1mpa1red ‘To datej the. Company has
determined that a Common Stock buyback is not in the best interest of its sharcholders. eroLe O RO

" As of December 31 2001 the Company’s coutractual obhgatrons and commltments (excludmg obllgatlons and comm1tments :
pursuant to-the Company’s joint ventures) were as:follows: : , e : 4

- Payments Due by Period : . T TV

’After.‘S

Contractual Obligations, . ) ‘ 'Tota‘l < 1 Year 1 -3 Years 4 —5 Years Years:..
Long-term debt $ 67,684 $ 1,278 $ 2,856 % 3308 % - 60, 242
Corporate office lease : oo .1,154- - . 358 . . 736 63 T
Total Contractual Obligations" "~ .. $:68,838:. % . 1,633 § 3592 % - 3:371 - $+ 60 242 A
i . o T T:“%,:«u ' : L N AfterS o
Other Commercial Commitments :© Total < <1 Year 1 3 Years : 4 5 Years i -Years - '
Line of credit $ 102,900 $ -- $ 102 900 $ _— --

The Company intends to continue t0 seek addltronal mezzanine 16an opportunltres and to acquire and develop additional hotet
properties that meet its investment criteria and is contmually evaluatmg such opportunities, as well as other investment opportunities
including, but not limited to, the acquisition of assets that require substantial renovation and repositioning within a particular market. It is
expected thatfuture mezzanine loans and hotel acquisitions will be financéd; in whole or in part, from additional follow-on offermgs
from borrowings under the Line, from joint venfure: agreements from the net sale proceeds of hotel properties and/or from the issuance of
other debt or equity securities. Thére can be no assurances that the Company will make any further mezzanine loans of any investmient in
additional hotel properties, or that any hotel development will be undertaken, or if commenced; that-it will-be’completed on schedule of”
on budget Furthermore there can be no assurances that the Company will be able to obtain any add1t1onal ﬁnancmg

CapStar Winston leases 46 of the 48 properties the Company wholly—owns and leases two of the three properties irrwhich the -
Company owns a49% interest. CapStar Winston does net lease any hotel for which the Company has provided mezzanine ﬁnancmg. »
CapStar Winston's largest source of funds is cash flows from operations, which provided $209 in 2001, but used $235 in 2000 and’
$820 in 1999. During the three year period ended December 31, 2001, CapStar Winston advanced an aggregate of $7,444 to its 99%
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owner, MeriStar H&R Operating Company, L.P. (MHOC). As of December 31, 2001, cumulative advances to MHOC amountéd-to
$12,386 and are recorded as current assets. At that date, total current assets of CapStar, exclusive of the advances receivable from
MHOC, amounted t6 '$3,889, while current liabilities amounted to $11,144." Repayment to CapStar Winston by MHOC of these' -
advances may ‘be dependent on the financial condition ‘and future profitable operations-of MHOC and/of its: parent company and "~ o
affiliates.’ MeriStar Hosprtahty Corporation, an affiliate of both CapStar Winston and MHOC, hds guardntéed amounits due and = ‘
payable to the Company, up to $20 OOO under the 46 propertres CapStar Wmston leases and the: Company Wholly owns. - TH |

If CapStar Wrnston s operations are adversely affected by economic or other circumstances, it may be unable to meetits obhgatrons
to Winston for-the hotel leases, which amount t6 a minimum’of $34,352 for each of the next 5 yedrs; and an aggregate of $206,433'"
thereafter. If CapStar Winston defaults under the terms and conditions of any hotel lease with:-thé Company, the remainder-of all 'suéh
leases shall be deemed to be in default. If this occurs, the Company has the right to terminate all of the CapStar Wrnston leases and to
replace CapStar Winston with another lessee without any further obligations to CapStar Winston. 2 TR R

The Company is cutrently negotiating with' CapStar Winston to aequire the 46 operating leases'for the hotels that the- Company
owns 100% of and the two operating leases for the hotels that the Company owns a49% ownership interest in through joint Venture ‘
agreements. If successful, the Company-éxpects to lease these 48 hotels to new taxable REIT subsidiaries as permitted under the 3
REIT Modernization'Act that became effective J anuary'1,2001. In such event, the Company s taxable REIT subsidiaries Would enter
into hotel management agréements with'third party management companies, which qualify-as ehgrble independent contractors, o'
manage the hotels. However, theré-can be no assiirance:that the Company will be- able to successfully negotrate and complete the i -
acqursrtron of these leases and enter 1nto a taxable REIT subs1d1ary 1essee structure G B R IR PREL I B

Recently Issued Accountmg Standards

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard No. 141,
“Business Combinations,” (“SFAS No. 1417). SFAS No. 141 supersedes APB Opinion No. 16, “Business Combinations,” and’ FASB
Statement No. 38, “Accounting for Pre-acquisition Contingencies of Purchased Enterprises.” SFAS No. 141 requires: (1) that all
business combinations be accounted for by the purchase methiod, thereby eliminhating the pooling method, (2) that assets (including
intangible assets) be recognized and valued apart from goodwﬂl and (3) that additional disclosures be made regarding business ) ;
combinations and the résulting allocation of piirchase price:* Thé provisions-of SFAS No:441 apply to all business’ combrnatrdns e l
initiated after June 30, 2001 and to all purchase method acquisitions-dated on’or'after July 1, 2001. The Company’s adoption of SFAS'

No 141 d1d not have a matenal rmpact on the Company s ﬁnancral statements or results of operatron

In J une’ 2001 the FASB 1ssued Statement of Frnancral Accountmg Standard No. 142, “Goodwill and Othier Intangrble Asséts”
(“SFAS No."142”). SFAS No: 142 supersedes APB Opinion’ No: 17, “Intangible ‘Assets” and ‘primarily addresses accounting for ‘
goodwill and other intangible assets subsequent:to their acquisition.” The major provisions include (1) thie ceasing of amertization of: -
goodwill arid indefinite lived intangible asséts, (2) the tésting for impairment’of goodwill and indefinite lived intangible ‘assets at least'
annually, and (3) the removal of the festriction-that the maximum amortization period eof intangible assets with finite lives-be limifed *
to 40-years. ‘The provisions of SFAS No. 142 will'be effective forfiscal years’ beginning after December 15, 2001° (with’ the excepnon
that any goodwill or intangible asséts acquired after June 30; 2001 will be subject immediafely to-the statement’s provisions)-with **
application being required at the beginning of an entrty s fiscal year. Any‘impairmentlosses from the-initial application are to be
reported as a cumulative effect of a change in accounting: pr1nc1ple in dccordance with-APB 20, “Accounting Changes.”™ -The
Company’s adopticn of SFAS No: 142 is niot expected to have'a material impact on'the Company’s-financial statemients of résults'of
operations.

In October 2001, the FASB issued FASB Statement No 144 “Accountrng for the Imparrment or D1sposal of Long-Lrved Assets”
(“SFAS No. 144").:*SFAS No. 144 supersedes-FASB'Statement No. 1215 “Accounting for the Tmpairmeént of Long-Lived Assets and
for Long-Lived Assets tobe Disposed-of'’ (“SFAS No. 1217"):and APB 30, “Reporting the Results of Operations'= Reporting the
Effects of Disposal of a Segment of Business; and Extraordinary, Unusual and- Infrequent Occurring Events and Transactions.” :In:'
summary, SFAS No. 144 retains the fundamental recognition‘and measuremeiit provision of SEAS No. 121, howevér, establishesa -

“primary-asset™approach to determining the cash flow estimation period for-a group of assets and liabilities. SFAS No. 144 retains
the basic provrsrons of APB 30, but:broadens the presentation to includé a component of an entity. Tn‘addition, discontinued "
operations are no longer measured on a net'realizable value basis and future operating losses are o longer recognized: before they™"
occur. Rather, they are carried at the lower of its-carrying amount or fair value less cost to sell. The provisions of SFAS No. 144 are -
required to be applied for fiscal years beginning after December 15, 2001. The Company’s adoption of SFAS No 144 is not expected
to have a matenal rmpact on’ the Company s financial statemerits or results 'of operations. ~ - -

23




Seasonahty« s

The- Company s operatrons hrstorrcally have been seasonal in nature reﬂectmg hrgher RevPAR durmg the second and-third quarters.
This seasonality and the structure.of the Percentage Leases, which provide for a higher percentage of room revenues above the minimum
equal quarterly levels.to be paid as Percentage Rent, can be expected to cause fluctuations in the Company's receipt of quarterly lease -
revenue under the Percentage Leases. SAB 101, which requires that a lessor not recognize contingent rental income until the lessee has
achieved annual specified hurdles, effectively defers recognition by the Company of a significant portion of percentage lease revenue
from the first and-second-quarters to the third and fourth quarters of.the calendar year.: SAB 101 has no impact on the Company’s. FFO,
or on-its interim or annual cash flow from-its third party lessees, and therefore, on its ability: to pay d1v1dends (see Note 2 ;to the
Company s consolrdated financial statements) S R

Forward Lookmg Statements

This.report contains certain. “forward looking” statements within the meaning,of Section 27A of the Securities Act;of 1933, -as amended
and Section 21E of the. Securities Exchange Act of 1934,.as-amended. You can identify these statements by use of words like “may,”
“will,” “expect,” “anticipate,” “‘estimate,’” or “continue’’:or similar expressions. These statements represent the Company’s judgment and
are subject to nsks and uncertaintiesthat could cause actual operating results to differ materially: from those expressed-or implied:in the = .
forward looking statements; ingluding but not limited to the following risks: properties held for sale will not sell, financing risks, -
development risks-including therisks of construction delays and cost.overruns,-lower than expected occupancy and average daily rates
non-issuance or delay of issuance of governmental permits; zoning restrictions, the increase of development costs in connection with .
projects that are not pursued to completion, non-payment of mezzanine loans, failure to attract joint venture opportunities and other nsk
factors described in Exhibit 99.1 attached to this report and hereby incorporated herein by reference.. . Lo

LRI

Risk Factors ., . -

RlSkS Relatmg to Our Busmess

generally, and we have experlenced an: adverse effect on our results of operatlons e

Prior to September 11, 2001, our hotels had begun experrencmg dechmng revenue per available room, or “RevPAR,” as a result of
the slowing U.S.;economy, The terrorist attacks of September;11,2001and the effects of the economic recession have led to a
substantial-reduction in business and leisure travel throughout the United States, and:industry RevPAR generally, and RevPAR at-our:
hotels specifically, has declined:substantially since September 11+ Whrle RevPAR at our hotels has improved fromthe depressed. .
levels in the-weeks immediately following the events-of September 11, RevPAR at.our hotels remains below. pre-September 11 levels
and.may remain at such-depressed levels;,We cannot predrct the extent.to which the events of September 11 and the economic
recession-will centinue to directly.or indirectly.impact the hotel industry or.our operating results in the; future. Continued depresseda o
RevPAR at our hotels which we expect in the near term could have an-adverse effect on our: resu],ts of operations and ﬁnancial :
capltal 1mprovements and renovatlons at our: hotels and our ab111ty to make d1v1dend payments necessary to malntam our REIT: tax. .-
status. Additional terrorist attacks could have further material adverse effects on the. hotel industry and our operations..

We may not have access to financing for acqmrmg or developmg additional hotels.
Our abrhty to pursue -our, growth strategy depends in part on our ablhty to ﬁnance addrtronal hotel acqursmons and development

We are subject torestrictionsthat:may limit-our ability to take:advantage of expansion opportumtres that we. believe-are attractive, Our,_
existing $125 million line of credit limits our: borrowing availability to a percentage of the value of the hotels provided as collateral, '
with the. value determined in part by the cash flow: generated by-those hotels.'As a result; as-of December 31, 2001, we had o
approxrmately $1:17.2 million, available for. borrowing under our line of-credit, of which $102.9 million was outstanding. If we need to
borrow funds under the line of credit in excess of our cu_rrent borrowmg, availability, we must provide additional collateral, which may:
not be available, to increase our borrowing availability to,the total amount-of debt we need, up to a maximum amount $125 million. In
addition, our articles of i 1ncorporatron limit our debt to 60% of the cost of our investment in hotel propertres

Our abrhty to raise addrtronal equrty caprtal wxll depend on market condrtrons We cannot assure you: that we wrll be able to raise
funds through a public or private offering at a time when we need access to funds. We may seek alternative methods of fundmg
expansion, such as joint venture development; however, we cannot assure you that such opportunities will be available when we need
them or on acceptable terms.
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Our ability to make distributions to our shareholders depends upon the ability of our lessees to make rent payments under our
leases, partrcularly the abrhty of one lessee that accounts for most of our revenue. S
Our inicome depends upon rentat payments from lessees of our hotels Any farlure or delay by the lessees in makmg rent payments

would adversely-affect our:ability to make distributions to our shareholders. Our‘lessees! ability'to make rental payments depends’on
their dbility to génerate sufficient revenues:from otir hotels in excess of operatinig expenses. Qur:leases require the lessees to pay us (1)
the greaterof a base:rent or pércentage tent and (2) othér additional chargés:’Asa result; we participate-in the economiic operations of -
our hotels through our share of room revenues which exceed threshold amounts specific to’each hotet. The lessees’ ability to pay on*
time or at all could be negatively affected by reductions in revenue from the hotels or in the net operating income of the lessees or
otherwise. Our lessees also will be affected by factors beyond their ¢otitrol, such as chianges-in.the level of demand for rooms and
related services of our hotels, their ability to maintain and increase gross revenues at our hotels and other factors. Forty-eight of our 51
hotels are leased to CapStar-Winstoi: Company, L.L.Cia subsidiary of MeriStar Hotels and:Resorts, Inc.For 2001; approximately’
93%of our: percentage lease revenue: was generated by lease payments from CapStar Winston. Therefore ‘any operating difficulties or
other ‘factors: specifically affecting CapStar Winstori*s-ability to-maintain-and'increase gross ‘fevenues at-our hotels and to pay rent to
us could significantly adversely affect our finidncial condition:and results of operations. it = v s ol S e

" Our returns depend on management of our hotels by third parties. b agnt ey R

In order to qualify as a REIT, we cannot opératé any hotel‘or participate:in’the decisions affecting the ddily operations'of any-hotel. -
Either our lessees, or an operator under a management agreement with a lessee, controls the daily operations of our hotels. Under the
REIT Modernization Act of 1999 (the “RMA”), which became effective January 1, 2001; REITs are ‘permitted to lease their hotels to -
wholly owned taxable REIT subsidiaries of the REITs (“TRS Lessees”). Even under the RMA, TRS Lessees may not operate the
leased hotels-and must enter into management agreements with eligible independent contractors that will manage the totels: We'do: -
not have the authority to.require-any hotel to be operated in a particular manner or to govern any particular aspect of the daily
operations of any hotel (e.g., setting room rates): Thus; even if we believe our hotels -are being ‘opérated inefficiently or in'a manner - -
that does not result in anticipated rent payments under existing leases, we cannot require a change to the method of operation. In
particular, if the hotels leased by CapStar Winston - were‘operated in an-inefficient or inefféctive-manner; we ‘would not be able:to
require ¢hanges in'the operation of those hotels, and the rent from those hotels constitutes most of our revenue: We'¢an-only seek -
redress 1f a lessee v1olates terms of its’ lease and then only to the’ extent of the remedles provrded for under the terms of the lease

In addmon our growth strategy contemplates addmonal hotel acqulsltlons that meet ouritivestment criteria’ and selectlve ; g

" development of hotels as-market'conditions watrant. Our ability- to ‘grow- depenids; in‘part, upon the ability ‘of -our lessees and:any thrrd—

party managers to manage our current and future hotels effectively. If the lessees or the third-party managers are not able to operate

additional-hatels at:current staffing levelsiand office locations, they may need to-hire additional personnel; enigage additionat third- + '

party managers and/or operate in new geographic locations. If the lessees or theé‘managers fail to operate the Hotels effectively; our =
ablhty to generate revenues from the hotel leases could be d1m1n1shed

”We have 4% 1gmf' cant level of debt that may hmlt our ablhty to take certam actlons

IR g:"{_. Corue i i

?_,_jnr Ly ; v;« [

Wecurrently have a~srgn1ﬁcant attiount of debt, Asof December 31, 2001 We had $102 9 miilion outstandlng unde our lineé: of it
credit-and: Winston SPE; LLC, a special purpose ﬁnancrng stibsidiary of WINN Limited: Partnershlp (a'partnership of which:we are the:
sole general:partner);had: §67.7-millibn outstanding under a fixed-rate loan:‘As of December31;:2001, the total lidbilities of our three
joint:ventures-were $27.9 million ($27:1'million of which represented long-term debt). Our 49%" ‘proportionate share:of ‘such total
liabilities:and long:term: debt equated to! $13 7 mllhon and $l3 3 rn1lhon Our level oﬁ debt could have 1mportant‘ consequences to‘you.
Forexample 1tcould i RS R IR : : SR s

HEPSE

* impair our abrhty to: obtam addmonal ﬁnancmg, if. needed for Workmg capltal capltal expendrtures acqulsmons ‘ot other purposes
in the future; RERLA L o v

* require us to dedicate a substantial portion of our cash flow from operations to payments on ‘our.debt, thereby redicing ourfunds:
avallable for operatrons future busmess opportumtles and other purposes

RN

. place us at-a dlsadvantage compared to competltors that have less debt
. restrrct our. ab1hty to adjust rapldly to changlng market condltrons and B A S T AU M S e

* increase our vulnerablhty to adverse economic, mdustry and busmess condltrons.
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- If we or our financing-subsidiary de not have sufficient-funds-to-repay our debt.at maturity, it may be necessary-for us to refinance.:.
our debt through additional debt financing, private-or public offerings of debt securities or additional equity offerings. If; -at the time- of
any refinancing, prevailing interest rates or other factors result in higher interest rates on refinancings, increases in interest expense
could-adversely: affect our- cash flow.and, consequently, cash available for distribution to shareholders.-If we are unable te refinance
our debt.on acceptable terms, we or our financing subsidiary may be forced to. dispose of hetels or other:assets.on. d1sadvantageous
terms, potentially.resulting in losses and adverse-effects-on cash.flow from operating activities. If we are unable to make required;
payments-of principal:and interest:on debt secured by our. hotels, -one.or more of those propertxes could be foreclosed upon by the ::
lender with.a. consequent loss of revenue-and asset value:r. . .. . . - ST C R : ;

The covenants governmg our debt 1mpose srgmﬁcant restrlctlons on-us.

s - S R

The terms of our l1ne of cred1t 1mpose s1gn1ﬁcant operatmg and ﬁnanc1al restncnons on:us. and requlre lIS to meet certam ﬁnanc1al
tests, including leverage ratios, maximum;unsecured:and secured debt ratios, interest and.fixed charge coverage ratios:and minimum-
tangible net worth requirements. These restrictions:may also have a negative impact on our business, financial condition and. results of
operations by significantly limiting or proh1b1t1ng usfrom engaging in certain. transactions, including: . v

* ‘incurring or guaranteeing additional indebtedness;

. paymg d1v1dends in: excess of: 85% of our funds from operatrons over the most.recent four quarters

. makmg capttal expendrtures and other mvestments

. creanng hens -ONl OUF: assets, and

x'

The farlure 19 comply Wlth any of these covenants would cause a default under our: l1ne of credlt Furthermore our l1ne of, credrt
provides-that-any default under,-or. acceleration. of, any of our other debt, any debt:of WINN; Limited Partnersh1p or-any. debt-of our .
subsidiaries, including any: default by our financing subsidiary under its.fixed-rate loan: or otherwise; will constitute a default under the
line of credit. Any of these defaults, if not waived, could result in the acceleration of the indebtedness under our line of credit. If this
occurs, we may net,be.able to repay our debt;or borrow sufficient funds-to refinance it, in which case we would not be able to make::
distributions.to our shareholders.: Even if new ﬁnancmg were: avatlable it may ot be o terms that are acceptable O, us!

:;‘i'< PR i s

If our. cash ﬂow decreases, we may be requlred to prov1de addltmnal collateral under our; lme of credlt or take other actlon -
that would adversely affect our: ﬁnanclal condltlon and results-of operatlons o ST . -

. We have pledged 28 hotel properties as collateraJ to secure the line of credit and our financing subsidiary has pledged 14 hotel
properties to secure the fixed-rate loan. Both loan agreements prohibit pledging any hetel pledged as collateral-under'that facility o’
secure other debt. Our line of credit limits our borrowing availability to.a percentage of value of the hotels provided as collateral; with-
the value determined in part by the cash flow: generated by those hotels. Our current cash flow from the hotels securing the line:of,
credit limits; our- borrowing availability-under the line of credit,-which.as.of December 31, 2001 ;. was $1.17.2; million. If. we: need.to:
berrow funds underthe line of:credit’in excess of .our borrowmg avmlablhty, we must; provide additional collateralito incredse - Qur: «ir:;
borrowing availability to-the total-amount of debt we need;.but not to.exceed $125, million. If:our cash flow:decreases:to. such. a- level
that-our borrowing availability:is less: than the: amount outstanding) under the line of credit, we-must. erther (1).repay: the excess-of.the;.:
amounts outstanding over our borrowing availability or (2) with the unanimous consent of the lenders, provide additional collateral to "
increase our borrowing availability. If we were unable to repay the excess debt over our borrowing availability or provide additional
collateral, the resulting payment default-would entitle our lenders.to exercise one or. more temedies; ‘including: foreclosmg on one;or:
more of the properties pledged as collateral. : ‘ , o = S e

Rising interest. rates;eould 'adversely =af,fec_t OUr cash flow.

Our borrowings under our line of credit bear interest at a variable rate. Our line of credit requires that we maintain at least 50% of
our total debt at a fixed rate of interest. Although we have entered into'agreements that limit our interest rate exposure:on.a portion of -
the outstanding debt under our line of credit, outstanding debt of up to $52.9 million under our line of credit remains- subject to .. oo
variable interest rates. We may incur debt in the future that bears interest at a variable rate or we may ‘be required to refinance our -
existing debt at higher interest rates. Accordingly, increases in interest rates could increase our interest expense and adversely affect
our cash flow. - - . . : e B T ST R R £ T e RTETR
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We may ‘not be able:to completezdevelopment of new hotels oir time or- w1thm budget.
We 1ntend to develop addrtlonal hotel propemes as- su1table opportun1t1es arise. New pI‘O_]CCt development is subject to'a number of
risks that could cause increased costs or delays in our ability to generate revenue from any development hotel, reducing our cash

available for distribution to shareholders‘ These risks include:

. 'constructlon delays or cost overruns that may increase: proyect costs

.. competmon for sultable development s1tes,

TS NP SR NP T L RTINS r L

. substant1a1 development costs in connect1on w1th prolects that are not completed
We may not be able to. complete the development of any projects we begm and if completed our development and constructlon W
activities: ‘may not be completed maumely rnanner or within budget, S R il I O i
Fa i i EREY : ¥ L P —r B ; i Lo B T e L n st R e
‘We also 1ntend to: rehab111tate hotels that we: beheve are underperformmg These rehab111tat10n pro;ects w111 be subject to' the Same:
risks as development projects. - e ! T LT DR R L S I B - It oy

st e
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Hotels that we develop have no operating history and may not achieve levels of occupancy that resultin-levels:of ipercentage
’ rent that prov1de us w1th an attractlve return on our mvestment

The mew hotels that we: develop have no: operatmg h1story We w1ll negouate the percentage rent formula for these hotels based on"
projections of occupancy and average daily room rates for the area in which each hotel is or will.be located-and the type of hotel under
development. However, these hotels may not achieve anticipated levels of occupancy or average daily room rates. Similarly, during
the start-up period, room revenues may be less'than required-to:resultin the pdyment ofirent-atilévels-that provide:us: withéan-attractive
return on our 1nvestment :

AT I

Jomt :ventures:or partnersh1ps (other than’ WINN Lumted Partnershlp) mvolve nsks nottotherwrse present for investments we: make
on our own. It 1slposs1ble thatiour ¢e=venturers:or. partners may have different interests or goals-thai:we do.at-anyitime and:that they
may-take:actions contrary. to-our requests, policies:or objectives, including our policy with respect toimaintaining-our qualification as-a
REIT:. Other risks-of joint:venture investment.include impasses on decisions; because mo single co-venturer.or-partner-has full:control-
over:theijoint: venture or partnership: Each-of our venturé partners for our three existing joint venture properties has the right; after the
first twelve months-of:thethotel’s‘operation; to-sell the hotel developed by the joint venture:to us, or, if-we.élect not to ‘purchase;to-sell
such ' hotel:toa third party. In-addition, future joint ventures:may.include other restrictions on us;:including requirements that-we "
prov1de the Jomt sventure'with'the right of: ﬁrst offer or nght of ﬁrst refusal to acqu1re any new: property we: cons1der acqu1rmg d1rect1y

R T e e R SRS B U H IR L

Our busmess could be dlsrupted if we need to find a new lessee upon termmatlon of an ex1stmg lease

Hoour l’ess’e‘es f‘fail:fto;materially ‘comply: with the terms of a hotel {ease(including failureto-pay, rent-when due),'we‘havetherightito :
terminate the lease, repossess the applicable hotel and enforce payment obligations under the lease. If CapStar Winstondefaults under
any lease, the default will constitute a default under all of our leases with CapStar Winston and its affiliates. Thus, we will have the
right to'terminate:all-of thoseleases:Upon termination, we 'would have to-find-another . lessee or.establishcor-identify a TRSLesseetto
lease the property. Inzeither case| we'cannot-operate:the hotels directly-due to federal income tax restrictions We: ¢anmot:assure-you =+
that we would berable to:find another lessee or:operator or that;:if another:lessee or-operator were: found, we.would:be:able toenter:
into: new: leases or: management:contracts favorable: toius.. There would'be disruption during any.changeiof hotelimanagement that::
could adversely affect our operating results. I addition, it is possible that we would not be able to enforce the payment obligations: :
under the leases following termination.

If we decide to sell hotels, we may not be able to sell those hotels on favorable terms and may be requu‘ed to pay termmatmn
fees to the lessees of those hotels,::iz:x Too s it t5r e Fvgln o i s Snebne e vt v T e il s el R

EURIY SRS

We haveicontracts to:sell:our Durham;: North: Carolina:Hampton-Inn hotel and-our Clearwater; Florida Comfort.Inn hotel. If-the. sale
of our Hampton Inn hotel in Durham, North Carolina closes, we will recognize a gain on the sale of approximately $900,000 subject
to final negotiations of a lease termination payment with the lessee. If the sale of our Comfort Inn hotel in Clearwater, Florida closes,
we will recognize a loss on the sale of approximately $800,000. Each of the purchasers under these two contracts is in a due diligence
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period during which that purchaser may terminate:its ¢ontract without.penalty. If either purchaser ¢lects not-to terminate its contract, -

we would anticipate closing the sale of that hotel within 60 days. Although none of our other hotels is currently under contract to sell,
we may decide to sell hotels in the: future We: may not be able to:sell:such hotels on favorable terms; and such hotels,may be. sold ata

loss. . G s . T, T B ) .

Furthermore, under our leases, upon the sale of a hotel, we must either pay a termination fee to our lessee or offer to lease another
suitable property to the lessee. The amount of the termination fee would:depend:en the revenue from the hotel and the remaining term
of the lease. Alternatively, we may negotiate with our lessee to waive the lease provision and arrange for the lessee to continue to lease
the property from the buyer. If we were not able to successfully negotiate such a continuation of the. lease; we would be required to-
pay a termination fee, lease another suitable property or abandon the sale transaction.

e [ i Bt e 1 REINLI e e
We may face conflicts of interest relatmg to sales of hotels acqmred from afﬁlrates
VUL S RIS I WA T A N s ST P

We have acquired 14 hotels in the past from related partres of our affiliates, whrch mclude Robert Wlnston our Chref Executrve
Officer; and.Charles Winston; our Chairman of the Board. The limited:partners of WINN Limited Partnership, including:Robert -
Winston and Charles Winston, may have unrealized gain associated with theif.interests. in theése-hotels.. Our sale of any of those ihotels'
may cause adverse tax consequences to the limited partners. Therefore, our interests could conflict with the interests of the limited
partners-in connection with the disposition of: 6ne ormote of those 14-hotels, including;the limited. partners who: may beina posrt1on

to exert influence over other board members who will determine whether we sell these hotels.

We depend-onkey.personnel. = it upgge i oty ol ot en ¢ s B0

We depend on the efforts and expertise of our President, Chief Executive Officer, Chief Financial Officer, Controller and Executive
Vice President.of Development:-to-drive our: day—to-day operatlons ‘and strategrc busmess drrectron The loss of- any of therr servrces
‘could have an adverse effect on our operat1ons R ; 30 : : s s : R

ol S 0 W

o i

Our borrowers may fall to repay all ora. portron of the mezzanine loans owed to fus.;

We face special risks in connection with our mezzanine loans to borrowers for the purpose of building and owning hotels. We are- .
subject to risks of borrower defaults;. bankiuptcies; fraud andilosses:and special hazard-losses:that are not:covered by standard hazard-
insurance. We expect that each mezzanine loan will be made to a single purpose entity whose sole asset would be a hotel being built
or renovated: Qur-present mezzanine:loans are-not;.and we do notiexpect-that any of our future mezzanine-loans.will be, collateralized
by the hotel:being builtby the single:purpose entity: Mezzanine:loans will-be subordinate-to.any.debt-collateralized by the hotel being:
built.or any other debt of the single;purpose €ritity:: Mezzanine-loans:involve a higher degree of risk-thandong-term-senior mortgage:: -
lending that is secured by income: producing real:property for a variety-of.reasons‘including, among other:things, dependency.on'thé.-
success-of a:project which-a.third party-controls:and that a fereclosure:by-the holder.of the senior loan could result.in a:mezzanine loan
becoming-uncollectible. -Additionally, mezzanine:loans, :may have higherdoan to value ratiosthan conventional térm loans. The .
borrowers may not be ableto repay their obligations:under their .senior/doans.or iour mezzanine loans;inwhichicase we:could- suffer as
total.or partial-loss‘on ‘our'mezzanine:loans:The:borrower:under.amezzanine loan in‘which:we haye a:$250,000 participation interest;,
is currently in default of its payment obhgatlons under the loan and other exrstmg or future borrowers may become in default on our .
mezzanine loans. Cuanl st v oy ¢ v s n : :

If third partles for.-whom we develop hotelsﬂdefault on thelr loans;: we may be reqmred to complete the: development of those:
hotels atiour: own: expense. S v Sttt R s

owner/developer wrth & constructron completron guarantyon the; pamcular hotel under development In: those cases, 1f ther i
owner/developer.were.in. default under the terms-and conditions ofit§ seniorloans; its-senior lenders might-seek to:compekus:to:
complete the deyvelopment of the partlcular hotel with; our.owa. funds :which’could: materrally adversely affect our. busmess ﬁnaneral..- i
condition-and-results;of operations.: «: <1, e s e Ngl wieieong s P o B0 e o iy :

Our performance and the value of our stock are subject to risks assocrated wrth the hotel mdustry
Our hotels are subject to operatmg rzsks of the hotel mdustry that: could reduce our revenue and abrlzty to- make dzstrtbutlons to .
shareholders T cie s Nt AT WL ST UL SRR s vicwtin it g o
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Our hotels are subject to all operating risks common to the hotekindustry. These factors could adversely affect the ability of our
lessees to generate revenues and to make payments to us and therefore affect our abrl1ty to make dlstrrbutrons to our shareholders
These rlsks 1nclude jai . : L LIRE s : - o

. competrtron for guests from other hotels -

. faster growth in rodm: supply than in-Toom: demand growth in our markets; . i

. increases in operating costs due to inflation and othér factors:which:may not b€ offset.in the future by increased roomirates; -

« seasonality, with higher hotel revenues occurring in the second and third calendar quarters;

* ‘incredses‘in energy costs arrlme fares and other expenses related to travel whrch may deter travelrng,

* iterrorist 1nc1dents whrch may also deter travelmg, and | | o ) .

. advefse effects of general and local economtc condrtrons‘i

We may incur higher costs as a result of the proximity of our hotels to the coast.’
Several of-our hotels: are:located near-the: Atlantic'Ocean and are-exposed to more:severe weather than hotéls located inland. These

hotels are also.exposed to'salt water-and humidity, which'can increase or.accelerate wear on the hotels” weatherproofing and

rnechanlcal electrrcal and other systems As a result we may mcur add1t1onal expendrtures for caprtal rmprovements s

s TR : B ; EAERTR H K R

Condltlons of franchzse agreements could adversely aﬂ”ect us.

"('_‘.. o

All of ours hotels arei operated pursuant to franchrse agreements wrth natronally recognrzed hotel brands In addrtron hotels in: whrch'
we subsequently. invest may: be operated: pursuant to franchise agreements. A hotel’s failure to-adhere tothe terms and conditions of * ¢

the franchise agreement.could resultin the:loss orcancellation of its franchise license. The franchise agreements generally ‘contain: "
specific standards for, and restrictions and limitations on, the operation and maintenance of a hotel in order to maintain uniformity.
within the franchisor’s:system: These 'standards are subject-to change over time, insome cases at the discretion of the franchisor,.and :
may:restrict 'our abilityte:makeimprovements-ormodifications to.a-hotel-without the consent of the franchisor;In addition, ;
compliance with thesesstandards could require us to incur: signiﬁcant expenses orcapital expenditures. Qur-cash a'vailable for. '
drstnbutron could be adversely affected 1f we or our lessees must incur. substantral costs ‘to-maintain a franchrse license.:

In connectlon Wlth termination of a franchrse hcense or" changrng the franchrse afﬁhatron of a hotel ‘we.may: have to incur o
significant expenses or capital expenditures. Moreover, the loss of a franchise license could have.a material’adverse effect:on the ...
operations or the underlying value of the hotel covered by the franchise because of the loss of association, name recognition,

marketing support-and centralized reservation:system provided by the.franchisor. Any of these events could have a negative-effecton .

our distributions. to shareholders. The franchise agreements covenng the hotels exprre or terminate, w1thout specral reneéwal nghts at
various times and have drfferentremammg terms R S N I PPt Iy :

Operatmg COStS: and capztal expendztures cauld adversely aﬁ‘ect our cash ﬂow N T X R T A

Hotels have an ongomg need for renovatrons and other caprtal 1mprovements partrcularly in older structures, mcludmg perrodrc
replacement of-furniture,;fixtures and equipment..Under the terms of our leases; we are obligated to pay the cost of certain capital
expenditures at the hotels:and:to pay-for furniture, fixturés and equipment. Franchisors also may'require periodic.capital improvements
to our hotels as a condition of retaining the franchise licenses. In addition, we intend to invest selectrvely in hotels that requlre
significant renovation. Renovation of hotels involves certain risks; including: - L :

* the possrbrhty of envrronmental problems

. constructron -COSt. overruns and delays B L A R

. uncertamtxes as to market demand or. deterroratron 1 market demand after comrnencement of renovatron and S el

¢ the emergence of unantrc1pated compet1t1on from other hotels

If any of these costs exceed our estimates, the additional costs could have an adverse effect on our ¢ash available for distribution.
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We must compete with larger entltles for acqulsltlon opportumtles. s

We compete for acqu1s1t1on opportumtles with entrtres that have substantlally greater ﬁnan01al resources than we do These entltles~ i

generally may be able to accept more risk than we can prudently manage, including risks with respect to the credrtworthmess of a
hotel operator or the geographic proximity of its investments. Competition may reduce the number of suitable investment: .- o
opportunities available to us and increase the bargaining power of sellers. In addition, other potential buyers who do not need to use a
lessee or a third party operator to operate the hotel may be able to offer a higher price foria.property:than we are.able to pay.

Our performance and-value are subject to the.condition of the real estateindustry. ; - i1 e

We may not be able to sell hotels when appropriate. ;. - o o Looows w0 0 s et Pl g e b

Real estate investments generally, cannot -be sold quickly.. We may not:be able:to vary :our portfolio. promptly in response:to changes -

in economic and other conditions. Because we are a REIT, federal income tax laws limit our ability to sell properties in some

situations when it. may be economically advantageous to do so. As a result, returns to our.shareholders could be adversely.affected. In -

addition, we cannot assure you that the market value of any of our hotels will not decrease in the future and therefore we may not be
able to sell our hotels on favorable terms. : Sy ; R T T N S

TP

Liability for environmental matters could adversely affect.our financial condition. . v % voioo s s sy s S el o 6l

Under various federal, state and local environmental laws; ordinances and regulations; a-currentor previous-owner or.operator of 2
real property may:be-liable for.the costs of investigation and removal-or remediation of hazardous.or:texic ‘substancesson,-under,.

originating at or in.the property, including fixtures, structures and: other improvements located on the property:These laws;often: ~: -«

impose liability whether or not the owner or operator knew of (or should have known of), or caused, the presence of contaminants.

Clean-up costs and the owner’s or operator’s liability generally are not limited under:these:laws:and could.exceed the-value.of the ..

property and/or the aggregate assets of the owner or operator. In addition, the presence of, or failure to properly remediate,
contaminants may adversely affect the:owner’s ability. to sell or-rent the property or borrow using, the real property as:collateral.. i ¢
Persons-who.arrange for the-disposal or treatment of hazardous or toxic substances may. also beiliable for.the:clean-up costs of the -
substances at -the dlsposal Of: treatment fac1llty ‘whether ‘or not the facility. is or ever was owned or operated by that: person

FETESR I : B Nt 5 SR -’ P - S

Envnronmental health and safety laws and .Common law pnncrples also govem the presence effects mamtenance and removal of
hazardous substances, including.asbestos-containing materials; or ACMs. Asbestos.has been:found;in-two.of our hotels and _asbestos

or other hazardous substances may be found in other hotels:we.own. or acquire in the future. Many:such-laws permit third parties; .+~
including employees.and-independent contractors;:to seekirecovery-from owners or-operators of real properties for personal injury or-*

property damage associated with exposure to released hazardous substances, including ACMs. In connection with the ownership of
the hotels, we:may, be considered an owner or eperator and therefore may be potentxally hable for any such COsts;: Wthh could
adversely affect our financial: cond1t10n R BT TS R T AR 2 - Cori :

Lty i - tr, (EESTRIS A . :
In the event of a substant1a1 loss our insurance coverage may not be sufﬁ01ent to pay:the full current market value Or current-
replacement cost of our lost investment. Certain types of losses, generally of a catastrophic nature, such as earthquakes, floods,
hurricanes, and other acts of God, may be uninsurable or not:economically‘insurable.:In addition; we-may not be able:to-use insurance
proceeds to replace a damaged or destroyed property as a result of changes in building codes and ordinances, environmental
considerations or other factors. In: these circumstarices; any insurance proceeds: we:.receive might not be adequate to:restore-our : -«'}
economic position. with respect to the:damaged or:destroyed property and we would be required:to seek:separate ﬁnancmg for repalr
and replacement costs, wh1ch may not; be avallable on acceptable terms Or at all or face a loss on: our investment.

The cost of camphance wzth the Amerlcans wzth Dzsabzlmes Act and other changes in; govemmental rules and regulatlons could
adversely affect our cash flow.

Under the Americans with Disabilities Act of 1990, or the ADA, all public accommodations are requlred 10 mee‘t‘certain federal

requirements related to access and use by disabled persons. A determination that we are not in compliance with-the. ADA:could result -

in imposition of fines or an award of damages to private litigants. In addition, other governmental rules and regulations or enforcement

policies affecting the use and-operation of the hotels could change, including changes to building codes and fire:and life safety codes. -

If we are required to spend money to comply with the ADA or other changes in govemmental rules and regulatlons our ablhty to
make distributions to shareholders could be adversely affected. B S L I L

Increases in-property'taxes could adversely affect ourcash flow. v .00 ol L S L ks R
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“Real and personal property taxes on our current and future hotel propertles may increase as:property-tax rates change ‘and as the’
properties are assessed.or reassessed by taxmg authormes An increase in property taxes could have an adverse effect on’our abrhty to
make- drstnbutlons to shareholders Te R S ; SR SRS : :

Rrsks Relatmg to Capltal Stock O UL A K N E R I
The price. of our securltles may: be affected by changes in market mterest rates. »r

One of the factors that may influence the price of our common stock or preferred stock in public trading markets is the annual yield
from distributions on our common stock or preferred stock as compared to yields on other financial instruments. Thus, an increase in
market interest rates will result in*higher yields oni‘6ther ﬁnancwl instruments; which could adversely affect the market price of our :
common stock or preferred stock EEENSTAN :

Shareholder approval is required to change certam pohcres, llmltmg the abrhty of our board of dlrectors to take certam
actlons in response to changmg condltlons. SRR : = ~ i R : et

é[‘

We cannot: change our pohcy of hmmng consolldated debt to 60% of the cost of oufinvestmeft in hotel’ propertres wrthout approval’
of the hiclders of a'majority of our shares of common stock entitled to vote: In-addition, the approval of the holders of two-thirds of our
shares of cominon stock entitled to vote is necessary-to‘change our policy of seeking to: maintain qualification as a REIT. As a result,™
our board of directors could not change either of these policies: w1thout fiFst rece1v1ng shareholder approval at an annual or spec1al i
meetmg, éverni the change in pollcy would be advantageous fotus.t wEeEty 5 i ST L i

The abrllty of our’ shareholders to effect a change in’ control 1s-‘llm1ted e

Our articles’of mcorporauon prov1de«that nd: shareholder may’own; dlrectly or- mdtrectly, mere’ than 9 9% of any. class ‘of our: uE
outstanding stock. This limitation may have the effect of precluding an acquisition of coritrol by-a third party withoiit-the' approval of’
our board of drrectors even rf a change in control were in your best rnterest

Our artlcles of incorporatior authorize the board of drrectors 1o'iSsue-up to- 10 000 ()00 shares of preferred stock and to estabhsh the ‘
preferences and rights of any shares of preferred stock issued. Currently, there are 3,000,000 shares of preferred stock outstandifig: :
Issuing additional preferred stock could have the effect of delaylng or preventlng a change in control evenifa change in control were -
in our shareholders™ interest: ! R LR o ST ST 2 R T

RlSkS Relatmg to REIT Status

We are subject to tax rrsks as a- esult of our REIT status

“Wé have- operated and intend tocontinue to operate S0 as to’ quahfy as'a REIT for federal incomi¢ tax purposes. Our continued
qualification as a REIT will depend on our continuing ability to meet various requirements concérning the ownership-of our
outstanding stock, the nature of ‘our assets, the sources of our income, and the amount of distributions to our shareholders. In order to
qualify as a REIT, we generally dre required each year to distribute to our shareholders at least 90% ‘of our taxable income, other than
any net capital gain. To the extentthat we meet the 90% distribution.requirement, but distribute less than 100% of our taxable income,
we will be required to pay income tax on our undistributed income. In addition, we will be subject to a 4% nondeductible excise tax if
the actual amount we-pay out to our shareholders in a calendar year is less than'a minimum amount specified under the federal tax
laws. The requirement to distribute a substantial portion of<our-net'taxable incomeé could Cause us to distribuie’amounts that otherwise”
would be spent on future acquisitions, unanticipated capltal expendltures or repayment of debt wh1ch would requrre us to borrow
funds 0T to sell assets to‘fund the costs’of such’ 1tems RERRESES , : e

~ We-have made, and intend to continue to make, distributions to our shareholders to'comply with the current 90% dlstnbutlon
requirement and to avoid corporate income tax and the nondeductible excise tax. Our income consists of our share of theincome of
WINN ‘Limited Partnership, and our cash'available for disttibution consists of ourshare of cash distributions fromithe partnership, less
capital expenditures and principal debt payments. Differences in timing between the recognition of taxable'income and the receipt of -
cash available for distribution due to the seasonality of the hotel industry could require us to borrow funds on a short- term basrs to
meet the current 90% distribution requirement and to avoid the nondeductible excise tax.
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If we.were: to fail te qualify as a REIT for any.taxable year,.we would not be allowed to-deduct-our distributions to-our shareholders
in-computing: our | taxable income..Furthermore, we would be subject-to, federal income tax; ‘including any. applicable alternative
minimum tax, on our taxable income at regular corporate rates. Unless we are entitled to relief under the federal income tax laws, we ..
also would be disqualified from treatment as a REIT for the four taxable years following the year during which we lost our
qualification. As a result, our cash available for distribution: would-be reduced for.each of the years involved. Although we currently
operate and intend to continue to operate in a manner designed to qualify as a REIT, it is possible that future economic, market, legal,
tax or other considerations may cause our board of directors, with the consent of shareholders holding at least two-thirds of the: -- -
common stock entttled to vote, to revoke the REIT election.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
' ($ in thousands) ,

- As of-Deeember.3 15,2001, the.Company’s.exposure; to,market risk for-a change. in-interest rates related solely. to debt-outstanding:
under the Line. Debt outstanding under the Line totaled $102,900 at December 31, 2001. . The Line, Wthh expires in- January 2005,
bears interest generally at rates from 30-day LIBOR plus 1.75% to 30-day LIBOR plus 2.50%, based on the Company’s consolidated
debt leverage ratio., Fhe Company’s current interest rate is 30;day LIBOR. plus 2.25%.. During 1999; the, Company: entered into, an:
interestrate;cap- agreernent to eliminate the exposure ito increases in 30-day. LIBOR:over, 7.50%; and therefore-from.its exposure to::
interest rate. increases over 8:95%: under. the Line on a principal balance of $25,000;for.the period of March 23, 1999 through March,-
25, 2002.. In; addition, on December 18 2000 the. Company campleted an; interest, Tate:swap on $50,000 of its outstanding variable -
rate debt under the Line. The agreement is a contract to exchange floating rate: interest. -payments for fixed interest payments.
periodically over the life of the agreement without the exchange of the underlying notional amounts. This transaction effectively
replaces the Company’s variable interest rate based on 30-day:LIBOR :on-$50,000 of the:Line with a fixed interest rate of 5:915% until
December 18, 2002. The Line’s interest rate spread is currently 2.25%, equating to an effective fixed rate of 8.165% on $50,000 until
December 18, 2002. The differential paid or received on interest rate agreements, is recognized as amadjustment to:interest expense- .
over the life of the swap. The weighted average interest rate on the Line for 2001 was 6.88%. (See Note 5 to the consolidated
financial statements.).-At December:31,.2001; the. Company had, $52 900 of vanable rate- debt outstandmg under the Lme that was

exposed-to fluctations:in the market; xate of i interest.. e

The definitive extent of the Company’s interest rate risk under the Line is not quantifiable or predictable because of the Variability f
of future interest rates and business financing requirements. If interest rates:increased by:100:basis points; the Company's.annual.. |
interést expense would have increased by approximately $529, based on the amount of variable rate debt outstanding and exposed to
fluctuations.in the market rate of interest at; December 31,2001.-The Company ‘does not enter into derlvatlve or-interest rate - 7 |
transactions for- speculatlve purposes T FRNN T T TR Y - '

The followmg table presents the aggregate matuntles of the Company ] GE Cap1ta1 Corporatxon ﬁxed rate debt prmc1pal and p
interest rates by maturity dates at December 31, 2001:

Maturity Date Interest Rate
2002 $ 1o e MAE3TI% s iy vt i 4
2003 7.375%

- 2004
; . 200
R ST » 2006, .
P Thereafter

o unt T3I15% e
W 7-375%\

AT

ITEM 8 ’ FINANCIAL STATEMFNTS AND SUPPLENLE_ TAJ

The ﬁnanc1a1 statements requued by thlS Item 8 are ﬁled w1th thls report on Fonn 10 K 1mrned1ate1y followmg the 51gnature page and
are listed in Item 14 of this report on Form 10-K.

ITEMO. -  CHANGES IN AND DISAGREEMENTS WITH 'ACCOUNTANTS.ON,ACCOUNTING. AND FINANCIAL
DISCLOSURE DT ST CE T . ; Coomae i E LDt rTee L v ab s e o o -

e

Not apphcable 7 o B S ) foosT ‘
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PART II1
ITEM10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Informatron on the Company s du‘ectors is 1ncorp0rated by reference from pages 4 and 5 "Proposal 1 Electlon of Dlrectors in the |
Company's Proxy Statement to be filed with respect to the Annual Meeting of Shareholders to be held May 7; 2002.  Information on the
Company's executive officers is included under the caption "Executive Officers of the Registrant" on page 9 of thlS repon on Form 10- K

ITEM 11. EXECUTIVE COMPENSATION

This information is incorporated by reference from pages 7 through 10, :"Executive Compensatron in: the Company s Proxy Statement
to be filed with respect to the Annual Meetmg of: Shareholders to-be held May = 2002 S T

ITEM12. - SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND .RELATED
STOCKHOLDER MATTERS

This mformatlon is incorporated by reference from pages 2 and 3 "Share Ownersh1p of Management and Certam Beneﬁcral Owners
in the Company's Proxy Statement to be filed with respect to the Annual Meeting of Shareholders to be held May 7, 2002

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

This mformatron is mcorporated by reference from page 13, "Certain Relationships and 'Related TransacUons in the Company ] Proxy
Statement to be filed w1th respect to the Annual Meetmg of: Shareholders to be held. May 752002, RICHERTOLIE ST :

33




PART IV

ITEM14.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8 K

(a) Fmanual Statements and Schedules The ﬁnanc1al statements and schedules hsted below are 1ncluded in thls repoxt
Fmanmal Statements and’ Schedules / Form 10 K Pag et
Wmston Hotels, Inc.:

Report of Independent Accountants _ 39

Consolidated Balance:Sheefs:as of December31, 20017and 2000 B B T )
Consolidated Statements of Income for the years endéed Décember 31 2001 2000 and: 1999 Ao o 0 gl
Consolidated Statements of Shareholders' Equ1ty for the years ended December 31, 2001, 2000 and 1999 42

Conselidated Statements of Cash Flowsfor the yéars‘énded Décember 312001, 2000 and 1999 Cu T 43

Notes to Consolidated Financial Statements i SIS A 7

Schedule III - Real Estate and Accumulated Deprec1at10n as of Decernber 31 2001 ‘ 54 o
Notesto' Schedule IH = A i T s N S 56 HRIER
CapStar Wmston Company, L L C .
Independent Auditors’ Report _ 57

Balarite Sheets as of December 3152001 and 20005 otz wsl ¥ e 3 50 w0 BT G 5B iy
Statements of Operations for the years ended December 31 20013 2000 and 1999 P SRR < 1* T A R AR
Statements of Members’ Capital for the years ended December 31, 2001, 2000 and 1999 60

Statements of Cash Flows for the years ended December 31, 2001, 2000 and 1999 ' o1

Notes to Financial Statements 62

(b) Reports on Form 8-K. No reports on Form 8-K were filed during the fourth quarter of 2001.
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Exhibits. The exhibits required by Item 601 of Regulatxon S-K are listed below Management contracts or compensatory plans

are filed as Exhibits 10.10, 10.13, 10.14 and 10.17.

Exhibit -

31010) «
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4. 2(4)
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10.5(11)
10.6

10.7(2)

10.8(5)
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Tj0000)
10:412) -+

» l0.12(5)
“10.13(6)

»lO.l4(7)

10.15(8)

10.16'»(8;

g ’Lmnted Partnershlp of W'lNN Lmruted Pattnershlp T A

Frrst Amendment to Lease dated: November 24 1997 between WINN ermted Partnershrp and C

Wmston Hotels Inc Drrectors Stock Incentlve Plan SETEE

-:Limitation of Future Hotel Ownership-and Development Agreement - -

~-and Winston Hotels,Inc. : .. - ..

Promrssory note dated November 3, 1998 by and between Wmston SPE LLC and CMF Caprtal

»~ Description:

RestatedArti‘cles”of Incorporatlon ) ‘

Amended and Restated Bylaws

: Specrmen certrﬁcate for Common Stock $0. Ol par value per share o

Spec1men certificate for 9. 25% Series A Cumulattve Preferred Stock '

: -Restated Arttcles oflncorporatlon i ey BN
Amended and Restated Bylaws (see Exhlblt 3 2)

': N Second Amended and Restated Agreement of anted Partnershlp of WINN Lmuted Partnerslnp

Amendment No. 1 dated September 11, 1997 to Second Amended and Restated Agreement of

Amendment No. 2 dated Decernber 31 1997 to Second Amended and Restated Agreement of

Lmnted Partnershlp of WINN Limited Partnershrp

,Amendment No 3 dated September 14 1998 to Second Amended and Restated Agreement of
-+t . Limited Partnership of WINN Limited Partnership .- ;

Amendment No. 4 dated October 1, 1999 to Second Amended a.nd Restated Agreement of
Limited Partnership of WINN Limited Partnership o R

Amendment No. 5 dated as of January 1, 2002 to Second Amended and Restated Agreement of
Limited Partnership of WINN Limited Partnership

Form of Percentage Leases

First Amendment to Lease dated November 17, 1997 between WINN Limited Partnership and
CapStar Winston Company, L. L C

N

CapStar Wlnston Company, L L. C

Guaranty dated November 17, 1997 between CapStar Hotel Company, WINN Llnnted Partnershrp

Employment Agreement dated J uly 31, 1997 by and between Kenneth R. Crockett and Wmston '
Hotels; Inc.. - . _ . ‘ . . PR

Wmston Hotels Inc. Stock Incentlve Plan as amended May 1998

Loan Agreement by and between. Wmston SPE LLC and CMF Capltal Company LLC dated T el B .

November 3, 1998

Company, LLC
35




10. 17(9) Winston Hotels, Inc. Executive Deferred Compensation Plan

10.18 Second Amended and Restated Syndicated Credit Agreement, dated as of December 19, 2001, -
among Wachovia Bank, N.A., Branch Banking and Trust Company, SouthTrust Bank, N.A.,
Centura Bank, Winston Hotels, Inc., WINN Limited Partnership and. Wachovia:Bank, N.A. as
Agent (the “Credit Agreement”)

10.19 Amended and Restated Promissory Note, dated as of December 19, 2001, from Winston Hotels, -
Inc. and WINN Limited Partnership to Wachovia Bank; N.A. for the principal sum of $48,000,000-
pursuant to the Credlt Agreement

10.20 Amended and Restated Prormssory Note dated as of December 19 2001 from Winston Hotels
Inc. and WINN Limited Partnership to Branch Banking and Trust Company-for the principal sum
of $40,000,000 pursuant to the Credlt Agreement

10.21 Amended and Restated Promlssory Note, dated as of December 19, 2001, from Winston Hotels
woneees s wdneiand WINN Limited Pdrtnership to- SouthTrust Bank, N.A. for the principal sum of
$22 000, OOO pursuant to the Credxt Agreement

10.22 Amended and Restated Prormssory N ote, dated as of December 19, 2001 from Winston Hotels
Inc. and WINN Limited Partnership to Centura Bank for the pnncrpal sum of $15,000,000

«+ .- pursuant-to-the Credit Agreement

10.23 Extension Agreement; Second Modiﬁcation Agreement of Form of Deed of Trust, Assignment of
..+ Rentsy Seciirity Agreement and:Financing Statement used to secure certain obligations under the - -
Credit Agreement (not including certain‘variations existing in the different states where the
propertres are located)

21.1 » Subs1d1ar1es of the Regrstrant

23.1 - lowr o Consent-of Independent Accountants (PrlcewaterhouseCoopers LLP)
23.2 Accountants’ Consent (KPMG LLP)

24.1 Powers of Attorney

(1) Exhibits to the Company's Registration Statement on Form S-11 as ﬂled W1th the Secunnes and Exchange Commlssmn (Reglstratlon
No. 33-76602) effective May 25, 1994 and incorporated herein by reference ;

(2) Exhibits to the Company's Registration Statement on Form S-11 as filed with the Secuntles and Exchange Commission (Regrstratton
No. 33-91230) effective May 11, 1995 and incorporated herein by reference.

(3) Exhibit to the Company’s report on Form8-K as filed with the:Securities and Exchange:Commission on'July 24, 1997 dnd -
1ncorporated herem by reference

4) Exhrbrts to the Company ] report on Form 8- K as ﬁled wrth the Securltles and Exchange Comrmss1on on September 15 1997 and
v 1ncorporated herein by reference

(5) Exhibits to the Company s report on Form 8 K as ﬁled with the Securltxes and Exchange Comrmssron on December 10 1997 and
incorporated herein by reference.

(6) Exhibits to the Company’s Annual Report on Form 10 Kas ﬁled w1th the Secuntles and Exchange Commrssmn on March 27 1998
and as amended by:Form 10-K/A filed:with’the Securities-aiid Exchange Commission.on Apr11 1 1998. - o

-—

(7) Exhibit to the Company’s Registration Statement on Form S-8 as filed with the Securities and Exchange Comrmss1on on
July 29, 1998 (Registration No. 333-60079) and incerporated:hérein by reference: , o
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(8) Exhibits to the Company’s Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on November 16,
1998 and as amended on Form 10-Q/A filed with the Securmes and Exchange Comrmssmn on February 23 1999 and incorporated

herein by reference.

(9) Exhibits to the Company’s Annual Report on Form 10-K as filed with the Sécurities and Exchange Commission on March 25, 1999
and incorporated herein by reference.

(10) Exhibit to the Company’s Quarterly Report on Form 10 Q as ﬁled w1th the Securmes and Exchange Commission on August 4,
1999 and mcorporated herein by reference. :

(11) Exhjbit to the Company’s Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on November 13,
1999 and mcorporated herem by reference

(12) Exhjbu to the Company s Annual Report on Fonn 10-K as filed with the Securmes and Exchange Cornrmssmn on March 17 2000
and incorporated herein by reference.

Galal i

(13) Exhibit:to the Company’s Annual Report on Form 10 K as ﬁled with the Secuntles and Exchange Commission on March 19, 2001

1

and incorporated heréin by reference. W BN . -
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SIGNATURES

Pursuant to the requlrements of Sectlon 13.0r 15(d) of the Securities:Exchange.Act of 1934 the Reglstrant has duly caused th1s report to
be s1gned on its behalf by the undersigned, thereunto duly authorized. R ETTE

. WINSTON HOTELS, INC.

By:_/s/ Robert W. Winston, II1

.-+ -Robert-W.. Winston,:IIl .-~

Chief Executive Officer

soDate: March'15; 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been srgned below by the' followmg persons on
behalf of the regrstrant and in:the'capacities ‘and.on the dates:indicated.. oy . i . T NSRRI

Signature

*®

Charles M. Winston

/s/ Robert W. Winston, III
Robert W. Winston, III

/s/ James D. Rosenberg
James D. Rosenberg

{s/ Joseph V. Green
Joseph V. Green

/s/ Brent V. West
Brent V. West

*

Edwin B. Borden

*

Thomas F. Darden, II
) *

Richard L. Daugherty

*

James H. Winston
*

David C. Sullivan

*By /s/ James D. Rosenberg
James D. Rosenberg, Attorney-in-Fact

Title

‘ .Cbailruan of rhe Boérd of Direetors B

Chief Executive Officer and Director
(Principal Executive Officer)

President, Chief Operating Officer and
Secretary

Executive Vice President and Chief
Financial Officer

Vice President of Finance and Controller

Director
Director
Director
Director

Director
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Reportiof Indépéndent Accountants

The Board of Directors and Shareholders
Winston Hotéld Inc. :

In our opinion; the accompanying consolidated balance sheets and the related consolidated statéments of incomé, of shareholders’
equity and of cash flows present fairly,in all material respects, the financial position of Winston Hotels; ~Inc: at Decernber31,:2001
and 2000, and'the resuits of their operations and their cash flows for each of the three years in the period ended December 31, 2001 in
conformity, with accounting principleS.generally. accepted in the United States of America. In addition; in-our-opinioii; the financial

" statement'schediile of Winston Hotels, In¢. as listed on the index and included in this Form 10-K, when considered in relation to the
basic finaricial statements taken as:awhole, presents fairly, in all material respects, the information reqnired tobe included therein.
These financialk'statements and finanéial Statement schedule are the responsibility of the:Cdmpany’s managemeiits our reSponsibility is
to express an opinion on these financial statements and the financial statement schedule based on our audits. We conducted our audits
of these sfatements in accordance with auditing standards generally accepted in the United States of America, which'réquire that we
plan and perform the audit to obtain‘réasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a tést.basis, evidence supporting the amounts and disclosures in the financial statements, a'ss‘eSsing
the accoutinig principles used and‘significant estimates made by management, and evaluating the overall ﬁnanmal statement

on. - We believe that our au*dlts provide a reasonable basis for our opinion, R R R

As diséﬁsséd in Note 2 to the "'é"dhsolidated financial statements, in 2000 the Company chaiigedtits’ method’of “accounting for
recognizing contmgent rental income. As discussed in Note 6 to the consolidated financial statements in 2001 the Company changed
its method of accounting.for derivative-instruments‘and hedging activities. il

/s/ PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP .
Ralelgh North Carohna o AL PR
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.- WINSTON HOTELS, INC:.. . .
CONSOLIDATED BALANCE SHEETS
As of December 31, 2001 and 2000
($ in thousands, except per share amounts)

ASSETS B IR AT ST S
2001 ++2000: -
Investment in hotel properties: ,

Land $ 41,114 $ -41,948
.-~ Buildings.and:improyements.. . ..o hen o0 s 0 v s 359,024 e L0 361,768
v Furniture and equipment . - s« .. L oo e is e e oy 0 443760 1 140,539

o, . ¢« ‘Operating properties -+ «:; e LUEEE S cuno o A44514 - 444,255
.-Less accumulated depreciation: :° . ... - . S e 096343 0 - 77.609 ;.
Sl hmencraann o T Than ’ : . SRS AN ; s . '?5.348J7J" O 'w36@646*4
' Properties under development B B S e o SRRTTT 1916 e 1236 0 .
: o : PR - 350, 087 . o 366 882

,Net investment, iny hotel propet‘ues-;a gy

103 f-,_,.;‘-"},;'..‘.1285 |

'“L.Corporate FF&E net - N
: con887 e v T e 107

Cash-= ‘

Lease revenue rece1vable o AT86 s J7,127

Notes receivable. ;.. 71,5 BSL6 e L, 080 .

Investment 1n_|01nt ventures T ST R T ad e T3 re o 58,7000

Deferred expenses, net 3,405 3,375 ‘
; Prepaxd expenses and.other.assets . . - .. N T P I SRR 1 1) ¥ T 5694 - :

Ced 376904 - fs‘uf w0,

Total assets V

LIABILITIES AND SHAREHOLDERS’ EQUITY
Long-term debt $ 67,684 $ 68.,,872 L
Due to banks 102,900 103,800 '
Deferred percentage lease revenue » 1,226 .- .499
Accounts payable and accrued expenses 8,175 6,220
Distributions payable 4,468 . 6,829
Minority interest in Partnership 8.246 . 9,374
Total liabilities 192,699 195,594
Commitments andﬁcontingencies
Shareholders’ equity:
‘Preferred stock, $.01 par value, 10,000,000 shares authorized,
3,000,000 shares issued and outstanding (liquidation preference of . o .
$76,734) 30 30
Common stock, $.01 par value, 50,000,000 shares authorized,
16,924,533 and 16,897,028 shares issued and outstanding 169 . 169
Additional paid-in capital _ 230,109 229,796
Unearned compensation (542) 771)
Accumulated other comprehensive income (loss) (1,844) -
Distributions in excess of earnings (43.717) (30,508)
Total shareholders’ equity ) 184.205 198,716
Total liabilities and shareholders’ equity .. 376,904 $ 394,310

The accompanying notes are an integral part of the financial statements.
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WINSTON HOTELS,INC. = =%
CONSOLIDATED STATEMENTS OF INCOME
For the years ended December 31, 2001, 2000 and 1999

(in thousands, except per share amounts)

- The accompanying notes are an integral part of the financial statements.

o

- 2001 2000
Revenue: . . , oo
Percentage lease revenue $ 54,755 $ 62,430 62237
Interest, joint venture and other income L2715 - 1,289... 433
Total revenue C 57470 - 63,719 62.670
Expenses: ' : o
Real estate taxes and property and casualty insurance 6,682 6,630 6,356
General and administrative 5,419 4,323 4,236
Interest 12,170 13;491° 12,513
~ Depreciation : 120,792 21,092 20,565
~* Amortization - 968 933 - 834 -
Total expenses 46,031 46,469, 44,504 -~
Income before loss on sale of properties, allocation to’ : £
~minority interest and cumulative effect of change in -
- accounting principle 11,439 17,250 = 18,166; L
Loss on sale of properties : St 682 8507 1. 239
Tncome. before allocation to minority interest and ey P o |
cumulative effect of change in accounting pr1nc1ple ©10,757 16,400" - 17,927 }
Income allocation to minority interest 272 677 1,026 ;
Income before cumulative effect of change in .
accouniting principle : 110,485 15,723 - 16,901~ 3
Cumulative effect of change in accountmg principle - v P s {
i gross ‘ - (720). -+
Cumulative effect of change in accounting principle - - . i
. allocation to minority interest -- 52 |
Cumulative effect of change in'accounting pnnmple net NN (668): iem iy *‘
, Net income , "10,485 15,055 16,901 - |
Preferred stock distribution ‘ (6.938) (6,938) (6,938) -~
Netincome applicable to common shareholders 3 3547 § 8,117 9,963
Eammgs per.common share: ‘
- Income before cumulative effect of chanoe in ‘
> accounting principle $ 021 $ 0.61 -
. Income before cumulative effect of change in '
accounting principle assuming dilution . $ . 021 $_ 0.61
Net incorne $ 021§ 0.61
Net income assuming dilution $ 021 § 0.61
Weighted average number of common shares 16,926 16,467
Weighted average number of common shares ‘
assuming ¢ dllutlon 18.239 - . 18.188 18,108
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WINSTON-HOTELS, INC.
- CONSOLIDATED STATEMENTS :OF GASH FLOWS: ™
For the years ended December:31;2001, 2000 and 1999

ash flows from operatmg actlvmes .
Neti mcome ' :
: Adjustmen
operatmg activ1t1es
‘ M1n0r1ty mterest
" Depréciation
Amortization

_ Uneamed compensatron amortlzatron

" Lease reveiue recelvable SRR
Prepald expénsés and other assets ~ ©
- Deferred percentage lease revenue
. Accounts payable and accrued expenses
s Net cash prov1ded by operatmg act1v1t1es

,ash ﬂows from mvestmg actlvmes S
Note receivable: = i oo
Investment.in joint. ventures
Distributions from joint ventures
Deferred acquisition costs
Refund of.deferred acquisitioncosts; .- .

Sale of hotel properties-and land parcel . -

Proceeds from Tawsuit settlement

Investment in hotel properties -« ; . s S
R .- Neticash used.in- 1nvest1ng actrvmes o

“ash flows from’ financing act1v1t1es _ A ‘
Payment of distributions to minority’ interest’ =~
Payment of distributions to shareholders
Long term debt payments
Net increase (decrease) in line of credit borrowing ‘
Feés pald in‘Connection with new ﬁnancmg facilities
Purchase of interest rate cap agreement
Fees pa1d to reg1ster additional common shares

Net cash ssed i

Jet increase; (decrease) n; cash

“ash at beginning of year
-ash at end of year ...

>upp1emental d1sclosure
Cash paid for interest

summary of non-cash mvestmg and ﬁnancmg act1v1t1es e

Drstrl utions declared ‘buit not pa1d

Interest rate swap ad)ustment to market value o
Contribution"of land parcel to JOl[lt venture
Issuance of shares in’ ‘exchange for partnership units’

reconcrle net mcome to net cash prov1ded by

dm fman ng aCUVIthS e

($in thousands)

2001 2000

933

':1".3.0_55', s |
"‘625_,1 et
“areeyt

458
80

,484;‘ L
(137

(1,497)

o0 S

730 1521
39 589 39952

e (2436) -, (1 080)« SRR
T (502) (6999) ; (183);
1,029 o

- (240) (85)

220 -

4,308 “;":5,46»1‘ 3789 g

DO By 351 O SR SRR

i (9:436) - (1,373) ik -.'«(16 179)::

e (5967) v o (102310 (12,658)
B 157 N ¢ WS K 1,947y

(25.887).  (25839) . (25248)

(,188) T (1,103) C(L025)

000 (700) ; 2,415

o (1 232)’-";fj’ o (91)**“,‘ e (1 388)
- SRR R LR R S (57)

(32)-‘ (49)

"ol ¢

29219y

(27,299

1518

Adjustment to minority interest due to issuance of corimon stock and -

_conversion of minority interest units to common stock and change

"in other comprehenswe mcome (loss)
Deferred equ1ty compensatlon

" The acc'nmpa_nyingnote;s,a;rze an intégral part of the financial statements:
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WINSTON HOTELS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(8 in thousands, except per share amounts)

1. . Organization:

Winston Hotels, Inc. (“WHI”) operates so as to qualify as a real estate investment trust (“REIT”) for federal income tax purposes .
Dunng 1994, WHI completed an initial public offering of $0.01 par value common stock (“Common Stock™), utilizing the majorlty of
the proceeds to acquire one hotel and a general partnership interest (as the sole general partner) in WINN Limited Partnershlp (the, .
“Partnership”). The Partnership used a substantial portion of the proceeds to acquire an additional nine hotel properties. These 0
hotels were acquired from affiliates of WHI. 'WHI and the Partnership (collectively the “Company”) began operations as a REIT on
June 2,1994. Asof December 31, 2001, WHI’s ownership in the Partnership was 92.87% (see Note 7).

.During 1995 and 1996 WHI completed follow -on Common Stock offerings, as well as a Preferred Stock offermg in September
1997, and invested the net proceeds from these offerings in the Partnership. The Partnership utilized the proceeds to acquire 28
additional hotel properties. During 1998, the Company added 13 additional hotels to its portfolio, ﬁve of which were 1ntemally

.developed The Company . sold two hotels in 2000 and one hotel in 2001. As of December 31, 2001, the Company wholly owned 48
hotel properties (the “Current Hotels”) in 12 states having an aggregate of 6,574 rooms.

. The Company also owns 4.49% owiership mterest ifi‘three joint ventures, each of whxch owns an operatmg hotel (collectrvely the
“Joint Venture Hotels”). The Joint Venture Hotels consist of a Hilton Garden Inn located in Windsor, CT, a Hampton Inn located in
Ponte Vedra, FL and a Hilton Garden Inn located in Evanston, IL, having a total of 453 rooms. Additionally;the Company has: *
provided mezzanine financing to three unrelated parties, two of which own Hilton Garden Inn hotels having a total of 275-rooms, and '
one of which owns an independent resort hotel with 679 rooms. The Company has no ownership mterest in any property for Wthl’l 1t
has- prov1ded mezzamne ﬁnancmg S e TR

As of December 31, 2001 the Company leased 46 of the 48 Current Hotels to CapStar Winston Company, L. L C (“CapStar e
Winston”), a wholly owned subsidiary of MeriStar Hotels and Resorts, Inc. (“MeriStar”), one of the CurrentHotels tg:Bristol W
Tenant Company, a wholly owned subsidiary of Six Continents Hotels, Inc. (“Six Continents”) and one of'the Current' Hotels to: %"
Secaucus. Holding Corporation, a wholly owned-subsidiary of Prime Hospitality Corp. (“Prime”). CapStar Winston also currently: .~
leases. two Joint Venture Hotels located in Ponte Vedra, FL and Evanston, IL. Six Continents:also currently-leases-the Joint Venture |
Hotel located in Windsor, CT. All 48 of the Current Hotels are leased pursuant to separate percentage operating lease agreements that, ‘
proyide for rent payments based, in part, on revenues from the Current Hotels (the “Percentage. Leases”) : T

2. ‘ Summary of Significant'Accounting Policies:‘

Principles of Consoltdatton The consohdated financial statements include the accounts of WHI and the Partnershlp All s1gmﬁcant
mter-company balances and transactions have been eliminated. .
Investment in Hotel Propertzes Hotel properties are recorded at cost and are deprec1ated usmg the strarght—lme method over

estimated useful lives of the assets of 5 and 30" years for furniture, fixtures and equipment, and bulldmgs and improvements,
respectively. Upon disposition, both the assets‘and accumulated depreciation accounts are relieved and the'telated gain ot-lossis - i
credited or charged to the, income statement. The lessees pay repairs and maintenance costs of hotel properties.

The Company evaluates long-lived assets for potentlal 1mpa1rment by analyzing the operating results, trends and prospects for the'
Company and cons1denng any other events and circumstances that might indicate potential impairment. s ‘

Investment in Joint Venture Propernes Investment in joint venture propert1es consists of the Company s dlrect cash or land o
contrxbunons to the joint ventures as well as cap1ta11zed internal costs of services prov1ded by the Company dunng the development
remammg 51% expensed The Company prov1des development, purchasing and, upon opening of the hotel on- gomg asset
management services to the joint ventures. The Company receives fees for these services, 49% of Wthh are recogmzed as a reductron
in the investment in joint venture properties, and 51% of which are recognlzed as revenue y

Revenue Recognition.and Impact of SAB 101.  Staff Accounting Bulletin No. 101 (“SAB 1017) was issued by the Securities and
Exchange Commission in December 1999 and adopted by the Company effective January 1, 2000. SAB 101 requ1res that a lessor not
recognize contingent rental income until the lessee has achieved annual specified hurdles. During 1999 and prior years, consistent
with industry practice, the Company recognized contingent rentals throughout the year since it was considered probable that the lessee
would exceed the annual specified hurdles. SAB 101 mater1alIy impacts the Company’s revenue recognition on an interim basis,
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effectively deferring the recognition of revenues from its leases from the first and second quarters of the calendar year to the third and".

fourth quarters. .SAB 101 also:impacts the Company’s revenue recognition on an annual basis, but to.a much less degree as seven of
the leases of the- Company s current 48 hotels have fiscal year ends which differ from;the Company’s fiscal year end of. December 31,
The Company accounted for SAB 101 as a change in accounting principle effective January 1, 2000, and recognized the related --
deferred revenue during 2000. SAB 101 has no impact on the Company’s interim or annual cash flow from its third party lessees and
therefore,.on its ability. to pay.dividends. -In accordance- wrth the prov1srons of SAB 101, the: Company has not restated the 1999 or.
prior years’ ﬁnanc1al statements. - ... - : SIS : L oy

-i»

Recently Issued Accounting Standards. In June 2001; the Financial Accounting Standards Board (“»FASB?’-)’issn’ed»State"ment of 1.7

Financial Accounting Standard No.:141, “Businéss Combinations,” (“SFAS No.1417):: SFAS No. 141 supersedes APB: Opinion No.:

-16, “Business Combinations,” and FASB Statement No. 38, “Accounting for Pre-acquisition Contingencies of Purchased Enterprises.”

SFAS No. 141 requires: (1) that all business combinations be accounted for by the purchase method, thereby eliminating the pooling
“method, (2) that assets (including intangible assets) be recognized and valued apart from:goodwill; and (3) that additional disclosures

be made regarding business combinations and the-resulting allocatien of purchase price: The provisions of SFAS No:/141 apply to-all*

business combinations initiated after June 30,2001 and to all-purchase method acquisitions dated on or after July'l,2001.  The:::

Company’s adoption of SFAS No. 141 did not have a material impact on the Company’s financial statements or results. of operations. -

In June 2001, the FASB issued:Statement of Financial Accourniting ‘Standard No. 142, “Goodwill:and OtherIntangible Assets,”"
(“SFAS No. 142”). SFAS No. 142 supersedes APB Opinion No. 17, “Intangible Assets” and primarily addresses accounting for- -
goodwill and other intangible assets subsequent to their acquisition. The major provisions include (1) the ceasing of amortization of
goodwill-and-indefinite lived intangible assets; (2) the testing for impairment of goodwill and indefinite lived:intangible assets at least
annually, and.(3) the removal of the restriction that thé maximum amortization period of intangible assets with finite lives be limited ‘-
to.40.yéars.: The provisions of SFAS No: 142 will be-effective for fiscal years beginning-after December 15,2001 (with the exception
that any' goodwill orintangible‘assets-acquired after June 30, 2001 will be subject immediately tothe statement’s provisions) with -
application being required-at the beginning of an entity’s fiscal year. Any impairient losses from the initial application-are to be ' -
reported as a cumulative effect of a change in accounting principle in accordance with APB 20, “Accounting Changes.”. The
Company’s adoption of SFAS No. 142 is not expected to have a matenal 1mpact on the Company s financial statements or results of
operations. R - : : |

In October 2001, the FASB issued’FASB:Statement No.-144,-“Accounting for the Impairment or Disposal of Long-Lived Assets,”

(“SFAS:No. 1447).-SFAS No. 144 supersédes FASB Statement No. 121; “Accounting for. the Impairment-of Long-Lived Assets-and: * .

for Long-Lived:Assets to be'Disposed of” (“SFAS No::1217):and APB:30, “Reporting the Results of Operations — Reporting the
Effects of Disposal of a Segment of Business, and Extraordinary, Unusual and Infrequent Occurring Events and Transactions.” In
summary; SFAS No. 144 retains the fundamental recognition and measurement provision of SFAS No.121, however, establishes a*
“primary-asset” approach to determining the cash'flow estimation period for a group of asséts and-liabilities.: SFAS No. 144 retains'-

the basic provisions of APB30; but'broadens the presentation to include-a component of an-entity. Discontinied operations aré no'# -

longer measured on a net realizable value basis and future operating losses are no longer recognized before they occur.*Rather, they:: -
are carried at the lower of its carrying amount or fair value less cost to sell. The provisions of SFAS No. 144 are required to be
applied for fiscal years beginning after December 15, 2001. The Company’s adoption of SFAS No. 144 is not expected to-have a:
material rmpact on the Company S ﬁnancral statements or results of operanons

Derivative F. manczal Instruments “The Company recognizes all derrvatrve financial instruments as assets’ and l1ab1ht1es and
‘measures therti at fair value. For derivative financial instruments that dre designated and qualify as & cash flow hedge, the effectrve
portions.of changes in fair value of the derivative are recorded in accumulated other comprehensive income and- are tecognized in the :
income statement'when the hedged item affects earnings:” Ineffective portions of changes-in the fair-value of cash flow hedges aré -
recognized currently in earnmgs Changes in’ the farr value of derivatives that do not quahfy for hedge treatment are recogmzed :
currently in earnmgs : s e ‘ i Ceid St

Eamzngs from Jomt Ventures ‘The:Company uses the equity method to recogrize its share of net-incomeé or loss of the joint .

ventures it has investedin. :

Deferred Expenses Included in"deferred expenses are franchlse fees, loan costs and acquisition costs wh1ch are recorded at cost
Amortization of franchise fees is computed using:the straight-line-method over ten yéars. Amortization of 16an'costs :
is computed using the straight-line méthod over the penod of the: related debt fac1l1ty Acqursmon costs are elther capitalized to
propernes when purchased or expensed o - ekl

Mmorzty Interest in Partnershtp Certam hotel propertres ‘have been acqurred 1in part, by the Partnershrp, through theissuance of
Limited partnershlp units of the Partnership. The equity interést in the Partnership created by these transactions represents the ’
Company’s minority interest liability. The Company’s minority interest liabilityis: (i) increased or decreased by its pro-rata share of
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the net income or net loss, respectively, of the Partnership; (ii) décreased by distributions; (iii) decreased by redemption of partnership
units for WHI*s Common Stock; and (iv) adjusted to.equal the net equity-of the Partnership multiplied by the limited parthers’

ownership percentage immediately after. each 1ssuance of units of the Partnershlp -and/or. Common Stock of the Company through an- -

adjustment to add1t10nal pald -in caprtal

Earnmgs Per Share. Net income per common share is computed by d1v1d1ng net income apphcable to common shareholders by the '
weighted-average number of common shares outstanding during the period. Net income per common share assuming dilution is .
computed by dividing net income applicable to common shareholders plus income allocated to minority interest by the weighted-
average number.of common shares assuming dilution during the period. Weighted average number of common shares assuming
dilution:includes ‘common shares and dilutive.common share equrvalents prlmarlly redeemable limited partnershlp units and stock
0pt10ns(seeNotes7and8) S T ST s R ‘ : R H

Dzstrtbutzons WHI s ablhty to pay regular quarterly d1str1butrons is dependent upon recerpt of d1str1but10ns from the Partnershrp,
which in turnis dependent upon the results of operationsof:the:Company’s properties.- For.federal income tax purposes;:

approximately 39%, 20%; and 10% of the distributions declared on. WHI’S Common Stock in 2001 2000 and 1999; respectlvely, are -

considered to be return of capital. Lt RN

Income Taxes..-The Company qualifies.as.a REIT under-Sections 856 to 860 of the Internal Revenue Code and therefore no
prOV1s10n for'federal income taxes has: been reflected-in the. ﬁnanc1al .Statements.

Eammgs and proﬂts which determme the taxabrlrty of drstmbutrons to shareholders drffer from net income reported for ﬁnancral
reporting purposes due to the differences for.federal tax purposes-in the estimated useful lives used to'compute depreciation and the

carrying.valae (basis) of the:investment in hotel properties. - Additionally; certain costs associated with the Company’s equity-offerings

are treated differently for federal tax purposes than for financial reporting purposes. At December 31,2001, the:net tax basis of the :,
Company’s assets;and liabilities-was approxrmately $16,834 more than the amounts reported in the accompanymg consolidated
financial statements, : o : ~ 5

For federal 'incorne tax purposes, 2001 distributions amounted to $099 per common share.

Concentration. of Credit Risk: Financial instruments that potentially subject.the Company. to concentration of credit risk.consist .

principally. of cash,/lease revenue receivable and notes receivable. The Company places cash deposits at federally insured depository

institutions, ~At: December 31, 2001 bank account balances exceeded federal depos1tory insurance-limits by approx1mately $1,929.
TE IR S ’ R

Estimates. ;The preparatron of the consohdated ﬁnancral statements in conformrty with generally accepted accountmg prmcrples
requires management to make estimates and assumptions that affect the amounts of assets.and liabilities and the disclosure.of
contingent assets. and liabilities as-of the balance sheet dates:and the reported amounts of revenues and.expenses durmg the penods
reported.. Actual results could: dlffer from those-estimates.: : ‘ » .
3. Notes Recelvable: » o » : : By R - '.»_ v’ B i

In 2001 and 2000, the Company made three mezzanine loansntotali—ng $3‘ 516 to third party hotel owners ’ During 20”071v the .
Company provided-$2,186.in mezzanine financing to Noble Investments - Tampa, LLC to develop a Hilton Garden Inn'in Tampa, FL
(the “Tampa Hotel™)...The Company receives monthly interest at, annual rates-based on 30-day LIBOR plus 8.44% until the earliest of-
(a).prepayment of the.loan, (b) the initial matunty date of January 1;.2004,-or (c) the earlier of (1) 60-days before the maturity date of -

the berrower’s-qualified refinancing, or (2) February 1, 2006. During 2000, the Company provided $1,080 in mezzanine:financing to .

Noble Investments — Sugarloaf,:LL.C to develop a Hilton Garden Inn in Atlanta (Sugarloaf), GA (the “Sugarloaf Hotel””). The .
Company receives monthly interest at annual rates based on 30-day LIBOR plus 7.36% until the earlier of (a) prepayment of the loan
or (b) June 30, 2005. Both loans are subject to prepayment penalties during the first three years. When each hotel opened, the
Company;began to earn interest-equal to 2% of gross revenues, 25% of which is paid monthly and the remainder is.accrued (“Accrued
Interest”). On the earlier of prepayment or the maturity date of each loan, the Company will also receive the greater of the Accrued :;
Interest or, with respect to the Tampa Hotel, 20% of the appreciation in value, and with respect to the Sugarloaf Hotel, 15% of the
appreciation in value.. In addition to earning interest income, the Company also provided development and purchasing services to -
Noble during each hotel’s construction stage for additional fee income.. The Company co-developed the Sugarloaf Hotel and
developed the Tampa Hotel. During 2001 and 2000, these fees totaled $645 and-$137, respectively. Both the Tampa Hotel and the
Sugarloaf Hotel are owned 100% by unaffiliated single purpose entities (the “Borrowers™). The Company holds collateral.equal.to
100% of the ownership interest in the Borrowers. The Borrowers made initial equity investments equal to 20% of the total cost of the
respective hotel;.and there are.certain default provisions under which.the Company may declare the loan immediately. due and payable
or may step in and take control of the Borrowers, including for failure to maintain specified debt coverage ratios. Noble Investments

LLC and the Noble Company, LLC each unconditionally guaranteed the.loan: for the benefit of the Company. The Atlanta (Sugarloaf):
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project opened during the second quarter of 2001, and the Tampa project opened during the first quarter of 2002. In 2001, the
Company ‘also: provided mezzanine financing totaling $250 which represents a partrc1pat1ng interest in a.$5,478 mezzanine. loan to the
OWner. of a 769 roem resort hotel in- Orlando FL « : _

4.. Deferred Expenses

At December 31 2001 and 2000 deferred expenses cons1sted of . ‘ T O
2001 oo 2000~

Franch1se fees $ 1,552 $ 1,824
Debtfacility' fees . . 2 sowoe o0 o o e 03,305 : 3,604
voInterestrate cap: - Tl T AT e e e e © .. .58
CuAcquisitionicosts Do i e el a s ‘ cl6
Gt 4,857 .- ... 5502

Less accumulated amortization 1.452 2,127

= o.ii-Deferrediexpenses; net  t..oiiai 0 - ‘ carigae s 3403 $ 33755

5. - Debt ‘, S et L P ER e

The Company 8 outstandmg debt balance as of December 31, 2001 cons1sted of amounts due under two debt facrlmes

cari

On December 19 2001 the Company amended and restated its-previous $140 000 hne of credlt W1th the same group’ of banks led

by Wachovia Bank, N.A. The new $125,000, three-year line of credit (the “Line”) bearsinterest-at rates from LIBOR:plus:1.75% to.

2.50%, based on the Company’s consolidated debt leverage ratio. The Company’s current rate is LIBOR plus 2.25%. A commitment
fee of 0.05% is also payable quarterly on the unused portion of the Line. The Company used the proceeds from the Line to pay off the
outstanding balances under the previous. $140,000 linie of credit. The Company:hasicollateralized'the Line: with 28 of its Current
Hotels, with a carrying value of $200,786 as of December 31, 2001. The Line requires the Company to maintain certain financial
ratios including maximum leverage, minimum interest coverage and minimuim fixed charge coverage;as well as certain levels of
unsecured and secured debt and tangible net worth, all of which the Company was in-compliance, with as‘of December 31, 2001.

On December:18, 2000,.the Company: completed an interest rate swap-on $50,000.of its. outstanding variable rate debt under:the. .+

Line. This transaction effectively.replaces the.Company’s variable interest rate based:on 30-day:LIBOR-on.$50,000:0f the Line with:a:

fixed interest rate of :5.915% until: December' 18, 2002. The Line’s interest rate-spread is currently.2.25%, equating to'an effective.
fixed rate of 8:165%.o0n $50,000-until:-December 1:8, 2002. The.market value of the 1nterest rate swap as of December 31 2001 was
($1,844). R . o c

On November 3;.1998, the:Company closed a.$71,000:1oan with:GE Capital Corporation. . Theiten-year loan; with.a25:year . ...v
amortization period, bears interest at a fixed rate of 7.375%: . Fourteen-of the Company’s.Current Hotels, with-a carrying value of:::. i

$117,427 as-of December:31; 2001, serve:as collateral for. the loan: The Company:used the net proceeds from the loanto pay.down the.
then existing:line of credit balance. Asof December 31, 2001::$67,684:was outstanding: -:All. unpaid principal and-interest :aré due on
December 1, 2008. The loan agreement with GE Capital Corporation requires monthly principal and interest payments:of:$519-and: :.:

requires the Company to establish escrow reserves for the purposes of debt service, capital improvements and property taxes and
insurance. These reserves, which are held by GE Capital Corporation, totaled $2,413 as of December 31, 2001 and are:included i
prepaid expenses and other assets on the accompanymg Consohdated Balance Sheets

As-of December 31 2001 and 2000 the Company s outstandmg debt balance under 1ts Lme totaled $102 900 and $103 800
respectively.: From January 1, 2000 through Decembér 18,2000, .interest rates.on:borrowings - were.LIBOR plus. 1:45%: ‘From
December 18, 2000 through December 31, 2001, interest rates on $50,000 of outstanding debt-under the Line were at 5.915% plus
1.45%;,:with the remainder at LIBOR.plus 1:45%.::Interest:costs-were payable monthly in arrears.::As of December 31,.2001 and-2000
the weighted average interest rates-on the-outstanding balance under the Line were 6.88%-and 7.77%; respectively. -During the years
ended December. 31, 2001, 2000 and: 1999 the Company cap1tal1zed 1nterest of $0, $26 and $163 respectrvely, related to hotels under
development or major renovation. S : ST L e

6. Derrvatlve Instruments

On January 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” which
establishes accounting and reporting standards for derivative instruments. Specifically, SFAS No. 133 requires an entity to recognize
all derivatives as either assets or liabilities on the balance sheet and to measure those instruments at fair value. Additionally, the fair
value adjustments will affect either shareholders’ equity or net income depending on whether the derivative instrument qualifies as a
hedge for accounting purposes and, if so, the nature of the hedging activity.
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~In the normal course of business, the Company is exposed to the effect of interest rate changes. The Company-limits: these risks by
following established risk management policies and procedures including the use of derivatives. .Derivatives are used primarily to fix -
the rate on debt based on floating-rate indices and manage the cost of borrowing obligations. The Company does not use derivatives
for trading or speculative purposes. Further, the Company has a policy of only entering into contracts with major financial institutions:
based upon their credit ratings and other factors. The Company uses a variety of methods and assumptions based on market
conditions and risks existing at each balance sheet date to determine the fair. values of derivative instriments. All‘ methods of . .
assessing fair value result in a general apprommanon of value, and such value may never actually be reahzed

As of January 1, 2001 t_he adoption of the new standard resulted in derivative instruments reported on the Company s Consolidated
Balance Sheets of $1 in assets and $245 in liabilities; an adjustment of $(245) to “Accumulated other comprehensive income (loss),”
which are gains and losses not affecting retained earnings in the Consolidated Statement of Shareholders™ Equity;.and'an adjustment
of $(17) recorded as a. “General and admmlstratlve expense in the Consolidated Statements of Income

The Company’s ﬁnancmg facilities cons1st of a $125 000 variable rate line of credit and a $7l OOO ﬁxed rate loan Wlth a ten-year
maturity and a twenty-five-year amortization period. To reduce overall interest cost, the Company uses interest rate instruments,
currently an interest rate cap agreement and an interest rate swap agreement to convert a portion of its variable-rate debt to fixed-rate .-
debt. Interest rate differentials that arise under these agreements are recogmzed in interest expense over the l1fe of the contracts.
The followmg table summarizes the not1onal values and faJr values of the Company 5 denvatlve ﬁnanc1al 1nstruments The not1onal
value at December 31, 2001 provides:an indication of'the extentof the Company st 1nvolvement i these mstruments At that time,; but
does; not. represent exposure to credlt interest rate-or: market nsks SR ' s

it B s Notmnal -Inter.est
At¢ December 31 2001

Value - o -Rate Mvaturlty
InteréstRate Swap 5 50000 1 < 5915% . .- 12/2002 $ (1
Interest Rate Cap.:rio:o7 0 $-.25,000 .« 7.500%-. + »-3/2002. - - i' T

Thederivative financial instruments/isted:in the table:above convert variable payments.toifixed: payments. and.are, therefore, - :
characterized as cash flow hedges.-Cashflow hedges:address the risk associated with:future cash flows of debt transactions: On
December 31, 2001 the derivativé instruments. were-reported-at their fair values of $(1,844) and:included in “Accounts payable- and
accrued expenses”.on the Consolidated -Balance-Sheets::Offsetting adjustinents: dre.répresented-as deferred ‘gains.or losse§'in =i i+
“Accumulated other comprehensrve income (loss)”.

Over time; the unrealized.gains.and losses held.in:*Accimulated:other-.comprehensive income (loss)” would bereclassified-into
earnings in the same: periods in which the hedged interest payments affect earnitigs. ‘Within.the next twelve months;.due to: the
projected.differénces:between the fixed interest rateunder the Company’s swap agreement and the variable interest rate under the
$125,000line of credit, the; Company: estithates; that $l 844 of: the .current balance held in: “Accumulated other comprehensrve 1ncome
(loss)” will be reclassxﬂed into: earmngs i G TR S R AT - i DU

7. CapitalStock:.. - 1 .

WHI has issued 3,000,000 shares of 9.25% Serles A Cumulative Preferred Stock. Except in the event of certain occurrences, the ‘
preferred shaies werernot redeemable: prior-to:September:28, 2001. Since that date, the preferred shares have been redeemable.for -
cash at the opt1on of the Company, in whole or in part at a redemptron pnce of $25 per share plus unpard cumulatxve d1stnbut10ns

Pursuant to the Partnershlp Agreement of the Partnershlp, the holders of hrrnted partnersh1p units have certam redempnon nghts
(the “Redemption Rights”), which:enable'them to-cause the Partnership to redeem their units.in the-Partnershipiin exchange for shares -
of Common Stock on a one-for-one basisior; at.the.option of the Company, for-an equivalent amount of ‘cash. The number of shares : -
issuable upon exercise of the Redemption Rights will be adjusted upon the occurrence of stock splits, mergers, consolidations or
similar pro-rata share transactions, which otherwise would have the effect of diluting the ownership interests of the l1rruted partners or
the shareholders of WHI. s e :
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8. Earnings Per Share:

“The following is arreconciliation of*the net income applicable to coinmon shareholders:used in‘the net income per common share
calculation to the net income assuming dilution used in the net income per common share-—assuming dilution'calculation: -

Year'Ended December 31,
- 2001 iy 2000 1999
.»'_'.”»‘Net income B $ 10,4855+ § 15,055 $ 16,901
"7 Less:preferredishares distribution. © .- R 6,938 et T 6938 6,938
Net income applicable to common shareholders 3,547 8,117 T v9i963
‘i Plus: income allocation to minority interest * -/ 2272 - 625 1,026
" Net income dssurni’ng dilution s 3,819 $ 8,742 $ 10,989

The following is a reconc1hat10n of the welghted average shares used i net income per common share to the Werghted average
shares-used imnet income per common share— assuming dilition: - o

Year Ended December 31, ©
e 2000 . 2000 1999
Weighted average number of common shares 16,926 16,890 ’ 16,467
Welghted ayerage. pannershrp units with R
lemption v 1,298 . _ 1,298 1,629
Stock options” e s e 12
Weighted average number of common shares , .. e o S
assuming dilution R 18,239 .. . 18,188 .~ . 18,108

As of December 31, 2061 » there were 1,055,000 stock;outions outstanding which‘ were antidilutive (see thel9;).

ol

9, Stock Incentive Planﬁ,

During 1998, the Company amended the Winston Hotels, Inc. Stock Incentive Plan (the “Plan”). The amendment increased the
number of shares of Common Stock that may be issued under the Plan to 1,600,000 shares plus an annual increase to be added as of
January 1 of each year, beginning January 1, 1999, equal to the lesser of (i) 500,000 shares; (ii) 8.5% of any increase in the,number of
authorized and issued shares (on a fully diluted basis) since the immediately preceding January 1; or (iii) a lesser number determined
by the Board of Directors.” The Plan permits the grant of incentive or:nonqualified stock.options, stock.appreciation rights, stock...-
awards and performance shares to participants.; Under the Plan,.the.Compensation Committee of the Company: deterrmnes the = on e
exercise price of an option. In the case of incentive stock optrons the exercise price is no less than the market price of the Company’s

.Common Stock on the date of grant and the maximum term of an incentive stock option is:ten. ;years..Stock options-and stock awards
are granted upon approval of the Compensation Committee and generally are subject to vesting over a perrod of years.

~ During 2001, 2000 and 1999 the Company granted awards of Common Stock to certain executive ofﬁcers and Vice Presidents.
- The total numbers of shares -granted were 28,000, 81,000 and 20,000, respectively. These shares vest 20%: 1mmed1ately and 20% on
the anniversary date over each of the next ‘four years. .

On May 18, 1999, WHI issued 42,000.shares, 7,000 shares each, to six of its Directors. These shares vest 20% immediately and
20% on the anniversary date over each of the next four- years. Any unvested shares are subject to forfeiture if the director does not
remain a director of WHI. Each director is entrtled to vote and. recerve dlstrrbutlons pald on such shares prror to Vestmg On May 18,
1999, WHI also issued options to purchase 2,000 X
vested on May 18, 1999. T

On January 1, 1996, the Company adopted Statement of Financial Accounting Standards No. 123, “Accountiiig for Stock Based
Compensation” (“SFAS 1237). As permitted by SFAS 123, no compensation cost has been recognized for options granted under the
Plan. Had the fair value method been used to determine compensation cost, the impact on the Company’s 2001, 2000 and 1999 net
income would have been a decrease of $143, $150, and $181, respectively, and a corresponding decrease in net income per Common
Share of $0.01, $0.01 and $0.01, respectively. The fair value of each option grant is estimated on the date of grant using the Black-
Scholes option pricing model with the following assumptions used for grants in 2000 and 1999: dividend of $1.12 and $1.12; expected
volatility of 26.1% and 27.8%; risk-free interest rate of 5.5% and 6.5%, respectively, and an expected life of five years for all options.
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The estimated weighted average fair value per share of the options granted in 2000 and 1999 were $0.24 and $0 31 respectrvely

There were no options granted in 2001.

A summary of the status of stock options granted under the Plan as of December 31; 2001 2000 and 1999, and changes dunng the

years ended on those dates, is presented below: S
7, 2001 2000 1999
Weighted Weighted Weighted
N Average Average . Average
R ‘Shares Exercise Price Shares Exercise Price Shares . Exercise Price
Outstanding at beginning o o o : D : :
of year - 1,100,000 $ 11.13 1,100,000 $ 11.25 798,000 $ -112.40
Granted . .~ e - . ,' -- ’ 525 000 8.50 402,000 > 8.77
Exercised SR S ' -
Forfeited ) o (45.000) _ 11 04. : (25, OOO) 13 88 _..(100, 000) 1050
Outstanding at end of year 1,055,000 °$ 1113 M 5;__1_1_‘; ' mM L__Ll_

Options exercisable at year-end __790,750

__638,500

4392

The following";t.,able»summarizes»rnforr;lation about the Plan -Sa't"ii)'ecember 31, 2001:

Exercise . Average Remammg »
o Price - Options Outstandmg OLtions Exercisable Contractual Life (ve:@ )
C - 8850 25,000 - 6,250 8.1 T
. %875 . 370,000 222000 70 R
LT .8938 0 L . -12,000 - 12,000 T4

$10.00 28,000 28,000 24

$11:31 50,000 150,000 T T g g

$11.38 90,000 190,000 4.0

$12.38 50,000 40,000 6.4 i e

$13.19 400,000 312,500 6.0

"‘»s*-$13 88% L 130,000 30,000 - 58T
’ Commltments , ‘

-~ Amount - -

Year endmg December 31 AR e
: 2002 - R I LI IT S PN T S T
2003 34
E 2004}'" 2372 ‘ COO < '
Total ERRIEE L1540 e e

Rgh{are@eﬁs‘efa the‘iyea‘r'sendeﬁ Décembé!f'rgr;‘zdoxiiooo;aﬁd 1599 W‘as;$3i7;'$1'93 and $177 respectively. e

“The' Company has future lease commrtments from the lessees under't 1 ercentage Leases through 2013 Mm;: _um future rental
paymients contractually'dii€‘to the Company unider fhese non-cancelable operating léases are as follows:

Year ending December 31: - Amount
20020 Y $ 35,273
2003 735273
2004 135,273 - '
o 2005 T35273 0 T
1120060 35273 0
Thereafter . o , C 201,445
Total o ' ' $ 377810
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Under the terms of the Percentage Leases, the lessees are obligated to pay the Company the greater of base rents or percentage rents.
The Company earned minimum base rents of $34,872, $34,405 and $32,355 for the years.ended December 31, 2001, 2000 and-1999,
respectively, and percentage rents of $19,883, $28,025, and $29,882 for the years ended December 31, 2001, 2000, and 1999,
respectively. The percentage rents are based on percentages of gross room revenue and certain food and beverage revenues of the
lessees. MeriStar Hospitality Corporation, an affiliate of CapStar Winston, has guaranteed amounts due and payable to the Company
under the 46 properties leased by CapStar Winston up to $20,000. The lessees operate the hotel properties pursuant to. franchrse
agreements, which require the payment of fees based on a percentage of hotel revenue. The lessees pay these fees..

Pursuant to the Percentage Leases;the Company; is obhgated to pay 5% of room revenues (7% of gross room, food and beverage
revenues from one of its full-service hotels),to fund perlodrc improvements-to the burldmgs and grounds, and the perlodrc replacement
and refurbishment of furniture, fixtures and equipment. .- : ‘ ;

For one of the Current Hotels, the Company leases the land .under an operating lease, which expires on December 31, 2062.
Expenses incurred in 2001, 2000 and 1999 related to. this:land lease totaled $388, $454 and $360, respectively. :Minimum future rental
payments contractually due by the Company under this lease are as follows 2002 - $110, 2003 - $110, 2004 - $110, 2005 - $1 10 2006
- $110, 2007 and thereafter -$6,160.

During 1999, the Company entered mto a Jornt venture agreement with ¢ a. subsrdrary of Regent Partoers, Inc. (the “Regent Joint
Venture”) to jointly develop and own upscale hotel properties. The Regent Joint Venture consists of two separate joint ventures, each
of which owns one hotel. The first hotel, a $16 million full-service 157-room Hilton Garden Inn in Windsor, CT,.opened in
September 2000 and the second hotel, a $20 million full-service 178-room Hilton Garden Inn in Evanston, IL, opened in July 2001.
The Company provided development and asset purchasing services during the construction of each hotel for fees, and is providing
ongoing asset management services to generate additional fee income. Regent currently may offer the Company the right to purchase
its interest in either ofi the Regent Joint Ventures and,if the Company refuses:to purchase the interest, Regent may cause the joint
venture to sell the hotel owned by the applicable joint venture to a third party. In addition, at the Company.s option, it has the right to
acquire Regent’s interest in either joint venture (1) at any: time after 60 months following the date the applicable hotel commenced
operations or (2) if Regent fails to sell the applicable hotel following the Company’s rejection of an offer by Regent to sell the
Company its interest in.that joint venture. The Company owns a-49%:ownership interest in the Regent Joint Venture.. The Company
owns 49% of the Regent Joint Venture,

During 2000, the Company entered a joint venture agreement with Marsh Landing Investment LLC (“Marsh”) to _]omtly develop an
$8 million, 118-room Hampton Inn in Ponte Vedra, FL. This hotel opened in December 2000:  The Company owns 49% of the joint
venture, and Marsh, a company owned by Charles M. Winston and James H. Winston, owns the remaining 51%. Both Charles M.
Winston and James:H. Winston serve:on the Company s.Board of Directors: The Company is providing on-going asset management
services to the joint venture for addrtlonal fee income:. Marsh currently-may; offer.the Company the right to purchase Marsh’s mter e
in the joint;venture and, if the Company refuses to purchase the interest, Marsh may cause the joint venture to sell the hotel owned by‘
the joint venture to a third party. In addition, at the Company’s option, it has the right to.acquire Marsh’s interest in the joint:venture,
(1) at any time after December.2005 or (2) if Marsh fails to sell the hotel following the Company’s rejection of an offer by, Marsh to
sell it’s mterest in the joint venture to the Company e o *

Under the terms of the operatmg agreement for each jOlI’lt venture, the Company must approve all ma_]or decrsrons 1nc1udmg ;
Ireﬁnancmg or selling the respectrve hotels, makrng Joans, changes in partners interests, entering into, contracts .of $25, OOO or: more o
and purchasrng or acqulrmg assets. -

As of December 31,2001, the total assets of the three joint-ventures were $44,925, total habrhtles were $27, 887 and total equrty,
was $17,038. For the " years ended December 31, 2001 and 2000, the total revenue of the three joint ventures was $4,394 and $414,
and total expenses were $3,326 and $478, resulting in net income(loss) of $1,068 and $(64), respectively. During the year ended., ;.-
December 31,2001, the unaudited-financial statements. of the joint ventures reflected aggregate cash flow provided by operating -
activities of $2,261, cash used in investing activities of $14,487, principally for hotel additions, and.cash provided by financing ; :
activities of $l 1, 448 principally in the form of loan proceeds and capital contrrbutlons less distributions to joint venture partners
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11. Dlsclosures about Falr Value of Flnanclal Instruments

The following methods and assumptions’ were: used to estlmate the fa1r value of each class of ﬁnanc1al 1nstruments for Wthh it is
practrcable to estlmate ‘that Value .

. 1 .
’Class : ' Method.
Cash; lease revenue receivable, R . : B e
notes receivable, accounts . AR : I SN S Do e -

payable and accrued expenses:
Interest rate swap agreement:
" Interest rate cap agreement:
Long-term debt:

Carrying amount equals fair value.
“Fair value is estimated by obtaining quotes. from brokers.
Fairvalue is estimated by obtainirig quotes from brokers:

Fair value is estimated based on.current rates-offered to the- Company for debt of the
same remammg maturmes

The estlmated faJr values of the Company S ﬁnancral 1nstruments are as’ follows

2000

2001
Carrying Fair Carrying Fair
o © Améunt: - ¢ Value: . ~Amount - - . Value’ [
" Assets: IR R B NSNS -
- Interest rate cap’ e P R TR
in‘a net’ assetposrtlon i - 2400 R FEEE R
© Liabilities: - KR Ly o T L I i
* Long-term debt * o 67,684 ©65522 - 68872 v T 65,601 7 l
'Dueto banks Cre T R102,900 - -*“‘102900'- $103,800 ¢ - - 1103;800- J’
Interést rate swap i TH i 0 Lo Y T e i e e '
: 1n a net l1ab111ty posmon St "1,384_»'4 S 1, 844 Co R 1n245
Due to the present state of the economy; mterest rates avallable to lodgmg REITs are hrgher than the Company s current rate.- e |
I
12 Quarterly Fmancral Data (Unaudlted) i

Summanzed unaud1ted quarterly results ‘of- operatrons for’ the years ended December 31 2001 and 2000 are as follows

2001 CHEER v Flrst "Secondw Thlrd Fourth
Total revenue: * = - - 1$ 10, 154' $ S 11,3220 § 15,011‘ g 720,983
Total expenses * N 12,114- T 11 432 R 71’1”,326‘ SR 11189
Income (loss) before loss on sale of propertles ' oo : Em e T e e

and 4lloéation to' minority interest . - ¢ ", 960)’ ‘ o (110)"- S 3 685 o +19.804°
Loss on sale of property (682)" L A L
Income (loss) before minority interest (1, 960) - (792) 3,685 9,824
Income allocation te minority interest o (263) o (180Y U39 v 57601
Income?(10s$) after minority interest - "(1,697) S e (612 3,546 1192487 e
Preferred share distribution 1,734 1,734 1.734" 1,736 7

Net income (loss)apphcable to common
shareholders

Eammgs per share: B AN A NURERRS A B
Net iricome’(loss) per common share * $§ (020 L (0 14)- S8 011 $- "{'110‘:44 st
Net income (loss) per Ccommon share assunnng . o T , o - EETON

dilution - ’ S8 (0.20) 8 (0.14Y $ Q11 %7 044
52
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2000 -

Total revenue

Total expenses

{ncome (loss) before loss on sale of properties,
allocation to minority interest and cuiulative
effect of change in accounting principle

_oss on sale of property

ncome (loss) before allocation to minority
interest and cumulative effect of change in
accounting principle

‘ncome (loss) allocation to mmonty interest

ncome (loss) before cumulative effect of change
in accounting principle

“umulative effect of change in accountmg
principle < :

Net income:(loss)

’>referred share distribution

Net income (loss) apphcable to common
shareholders ¥ g

Jarnings per common share:
Net income (loss)
Net iricome (loss) assuming-dilution -

" First

Third

Foufth

Second ‘
$ 9,808 $ 10,765 $ 19213 23,933
11.977 11,820 11,601 - 11,071
(2,169) (1,055) 7612 12,862
262 . 588 -
2,431) - . (1,055) 7:024 12,862
(297) (199) - 379 794
(2,134) (856) 6,645 - 12,068
© (668) o Nl ~
(2,802) - (856) 6,645 12,068
1,734 1734 L734 1736
S (453%)  $ (590 $ 491§ 10332
$  (027) $ (015 $ 029. $ 061 - |
$ (027 $ 01§ T

029 $___ 061
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INDEPENDEN’_I‘ AUDITORS” REPORT

he Members
apStar Winston Company, L.L.C.:

We have audited the accompanying balance sheets of CapStat Winston Company, L.L.C. (the “Company”) as of December 31,

)01 and 2000 and the related statements:of Operations, members’ capital, and cash flows for each of the years in the three-year period
1ded December 31, 2001. These financial statements are the responsibility of the Company’s management Our respon51b111ty isto
¢press an opinion on these financial statements based.on our aud1ts : G Sl T

'We conducted our audits in accordance with auditing standards generally accepted in the United States of America.: Those - -
andards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
waterial misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the'financial
atements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
raluating the overall financial statement presentation. We beheve that our audits pr0v1de a reasonable basis for our opmlon
‘In our opinion, the financial statements referred to above present fauly, in all matenal respects the ﬁnanc1a1 posmon of CapStar
"inston Company, L.L.C. as of December 31, 2001 and 2000, and the’ results of itsioperations and its cash.flows.for each-of.thé years
_the three-year period ended December 31, 2001, in conformity with'accounting: pnncxples gerierally accepted in-the WUnited States.of: !
merlca . . S, sl

/s/ KPMG LLP

"ashington, D.C.
:bruary 22, 2002 .
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CAPSTAR WINSTON COMPANY L L C
=7 BAIANCE SHEETS =27,
As of December 31, 2001 and 2000
(in thousands)

Current assets S
Cash and cash equlvalents Fikarn
Accounts recelvable net of allowance for doubtful accounts of

$69 and:$112 . Coanie e D ody s b o o
«Due, from: afﬁhate EtE T
zDeposns sand other: assets IRTE
e v Total current assets

Furniture, ﬁxtures and equ1pment net of accurnulated deprecxatlon of

$288:and.$209 - BETIE s fnbenis _
Intangible: assets; net of accumulated amortization. of $1 ‘045 and $716:0:5 .0
Deferred franchise costs, net of accumulated-amortizatiomofi$213-and $178~
Restricted cash

LIABILITIES AND MEMBERS’ CAPITAL

Current liabilities: SR A
Accounts payable $ 1,001 $ 1,14
Accrued expenses 5,066 4,14
Percentage lease payable to Winston Hotels, Inc. - 4,829 712
Advance deposits 248 17:

Total current liabilities 11,144 12,60t
Commitments
Members’ capital 15,707 13,18

$ 26,851 $ 2578

See accompanying notes to financial statements.
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CAPSTAR'WINSTON €COMPANY, L:L.C.
i 'STATEMENTS OF OPERATIONS
+ Years'ended Décember-31; 2001, 2000:and 1999
i inthousands)

2001 2000 1999 L
‘evenue: LA :
Rooms $ 122,487 $ 126,884 $ 127,571
Food and beverage L S S 7,546 8,191 8,015
. Telephone and other operatmg departments 5,604 6,473 : 6,129
’ Total revenue el 135,637 141,548 oveunT 0 ani141,715 \
)perating costs and expenses: L A o Ve T :
Rooms 27,677 29,202 29,037 :
Food and beverage ' e 5581 RS QT Lt E iy 6,091
Telephone and other operating departments 3,483 3,768 3,300 -
Indistributed expenses: F L : R '
Lease expense 54,290 : 57,995 . 58,551
Administrative and general ¥ o Ul 12,559 HB3,259 oo Lt Lo 13,887
Sales and marketing 6,715 6,567 6,450 3
Franchise fees - . e 8,783 9,087 sgntl s 9,048 f
Repairs and maintenance 6,142 6,280 6,433 ;
Energy ER o ‘ , YU 5998 PUST8L st et et 5,686 :
Other ' o o 1,433 - 1,282 1,293 ;
Depreciation and amortization 456 1,047 1,052
Loss on asset impairment -- 21,658 --
Total expenses 133,117 161,803 140,828
‘et income (loss) $ 2,520 $ (20,255) - $ 887
See accompanying notes to financial statements. -
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o Net loss

'CAPSTAR WINSTON.COMPANY, L.L.C.
STATEMENTS OF MEMBERS’ CAPITAL

' Years'ended Décember 31, 2001,.2000.and 1999

; "'Bala_gce‘,ﬂDécemAtier.S 11998 )

Net income

; - Balance, December 31, 1‘ 999
Balance, December 3:1 , 2000
Net income

Balance, December 31, 2001

Fsi(insthousands)

" MeriStar H&R
-7 ...iOperating -

MeriStar
Hotels and

. v;’.i_ ..Company, L.P.
S 32550

878

Resorts, Inc.

s 325557

9 o 887

rr 33428

(20,052)

o)

14 33442 .

13,376

(189)

2,495

15,871

25 0520 won

(164) 15,707

See accompanying notes to financial statements.
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CAPSTAR-WINSTON COMPANY, L.L.C.
. ' STATEMENTS OF CASH FLOWS
Years ended December 31, 2001, 2000 and 1999
($ in thousands)

S CoL 2001 c 2000 0 1999 .
Cash ﬂows from operatmg ac11v1tles e ‘ ‘ S . : ’ ' B
Net (loss) income R $ 2 520' co$ 0 .(20,255) $ 887"
Adjustments:to reconcile net (loss) income to net cash? P R R : . e
provided by:(used in) operating activities:. . S L e < BN
Depreciationrand amortization o+ . L Lo T 0 456 ’ 1,047 ‘ . 1,052
Other 25 11 --
Loss on’ asset'impairme‘nt ST Tt s EE 21,658 . : -
" ‘Change in operating assets and liabilities: . A . R R
Accounts receivable, net - - R AN I 199-" e 498 S 456~f E
Due from affiliates (1 831) (2,338) (3 275)
=+ Deposits and other assets A AT A ' L2720 o L (659) : © o (100)
.- Restricted-cash: ;oo L L n P S b 24 23y e " 166
" Accotirits payable and: accrued: expenses . i T gLr L gT74 L TR 048 0 0 0 54
Percentage lease payable to: Winston Hotels, Inc: S e 23300) L (444 0o {(28):
Advance deposits 70 27 (32)
\Iet cash pr0v1ded by (used m) operatmg actlvmes ' Do 209 S (235 -7 (820):

.,ash ﬂows from investing activities: = < - S ,
“Additions of frniture, ﬁxtures and equ1pment o e — (5 s o QY
Proceeds from sale of fixed-assets =~ ° AR o L R 3
Additions to intangible assets -- -- (107)
Additions to deferred franchise costs — s (79
Net cash used in investing activities -- (54) (204)

Net increase (decrease) in cash and cash equivalents 209 (289) (1;024) |
Cash and cash equivalents, beginning of period , 762 1,051 2,075

“ash and cash equivalents, end of period $ 971 $ 762§ 1,051 |

" See accorhpanying notes fo financial statements. ~
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- CAPSTAR 'WINSTON COMPANY, L.L.C.
NOTES TO FINANCIAL STATEMENTS
TR ($ in thousands)

1. Organization:

CapStar:Winston Company, L:L.C. (the “Company’):-was formed on October 15, 1997, pursuant to a limited liability company
agreement (“Agreement”), subject to the Limited Liability Act of the State of Delaware, between CapStar Management Company,
L.P.(“CMC”) and EquiStar Acquisition Corporation (“EquiStar”), both wholly owned subsidiaries of CapStar Hotel-Company .-
(“CapStar”), to lease and operate certain hotels owned by WINN Limited Partnership and: Winston Hotels, Inc. (collectively, ..
“Winston”). Generally, members of a limited liability company are not personally responsible for debts, obligations and-other,
liabilities of the company. The Agreement providesfor the termination of the Company upon the consent of, the members.:

In.November 1997, CMC purchased substantially all of the assets and assumed certain liabilities of Winston' Hospitality, Inc.
(“WHI™), including 38 hotel leases, certain operating assets and liabilities, and goodwill and other intangible- assets., Concurrent with
the purchase CMC contnbuted the assets purchased and liabilities assumed in the transaction to the Company.

On August 3, 1998, MenStar Hotels & Resorts Tnc. (“MenStar ") was spun off from CapStar (the **Spin- Off’) to become the lessee,
manager and operator of various hotel assets, including those previously owned, leased and managed by CapStar and certain of its
affiliates. Pursuant to the Spin-Off, CMC and Equistar transferred their capital and interests in.the Company-to MeriStar H&R
Operatmg Company, L.P.. (“MHOC”) and MertStar ‘tespectively. The transfer was recorded at net book value.. :

: *of December 31, 2001; the Company leased 46 ‘Winston-owned hotels, one hotel owned by Evanston Hotel Assoc1ates LLC..
(“Evanston”), and one hotel owned by Marsh Landing Hotel Associates LLC (“Marsh Landing™), both of which are limited llablhty :
‘companies of which Winston owns 49%. These hotels included 27 limited-service hotels, 10 extended-stay hotels-and 1.1 full-service *
hotels: The hotels have 6,581 rooms, are operated under various franchise agreements,.and are located in Arlzona F10r1da Georgla
Massachusetts Michigan, North Carolina, New Jersey, New York, South Carolina, Texas and Virginia. . ; - e

2 Summary of Slgmﬁcant Accountmg Policies: ) 7 L o :

Cash Egquivalents. The Company considers all hxghly liquid instruments with original maturities of three months or less to be cash
equ1valents ‘ :

Restrzcted Cash. Restncted cash repréesents amounts required to be maintained in escrow to comply thh ferms of certam state '
beverage hcensmg agreements : C ‘

SRS IES

Fumiture, Fixtures and Equipment. Fumiture, fixtures and equipment are recorded at cost and are depreciated using the straight- V
line method over estimated useful lives ranging from five to seven years.

Intangible Assets. Intangible assets consist of goodwill and hotel lease contracts purchased and beverage licensing costs incurred.

Hotel lease contracts represent the estimated present value of net cash flows expected to be received from the hotel leases ongmally
acquired. Hotel lease contracts are amortized on a straight-line basis over the expected terms of the leases. 3

Goodwill represents the excess of the cost over the net tangible and identifiable intangible assets originally acquired. Goodwill is
amortized on a straight-line basis over 40 years..

Licensing costs represent the cost of beverage licenses mandated by state statutes. Licensing costs are amortized on a straight-line
basis over five years.

Impairment of Long-Lived Assets. Whenever events or changes in circumstances indicate that the carrying value of a long-lived
asset (including goodwill and other mtanglble ‘assets) may be 1mpalred the Company ‘performs an analysis to determine the
recoverability of the asset’s carrying value. The Company makes estimates of the undiscounted cash flows from the expected future :
operations of the underlying assets. If the analysis indicates that the carrying value is not recoverable from future cash flows, the assel
is written down to its estimated fair value and an impairment loss is recognized. No impairment losses were recorded during 2001 or
1999. During 2000, an impairment loss of $21,658 was recorded to adjust goodwill created from the acquisition of '_the leases from
WHI in 1997.
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Deferred Franchise Costs. Franchise costs are deferred and amortized on a straight-line basis over the terms of the franchise
reements, which range from 8 years 9 months to 20 years.

Members ‘Capiral and Allocation of Profits and Losses. Prior to:the Spln Off CMC had-a 99% ownership interest and EquiStar

«d a 1% ownership interest in the Company. Subsequent to the Spin-Off, MHOC has a 99% ownership interest and MeriStar has a

% ownership interest in the Company. In general, the allocation of income and losses and contributions and dlstnbutrons are made to
e members 1in propomon to their respectrvc ownershlp interest.

Income Taxes No provision has becn made for income taxes since any such amount is the liability of the mleldual members

Use of Estimates. The preparation of financial statements in.conformity with accounting principles generally accepted in the United
ates of America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities,
sclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and

penses recognized during the reporting period. Actual results could differ from those estimates.

New Accounting Pronouncements. In June 2001, the. Frnancral Accounting Standards Board 1ssued SFAS No. 141, “Business
»mbinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” In August 2001, the FASB issued SFAS No. 144

sccounting for the Impairment or Disposal of Long-Lived Assets” which supersedes SFAS No. 121. The Company is currently in
e process of evaluating the effect these new standards will have on our financial statements.

Intangible Assets:
Intangible assets consist of the following:

2001 2000

Hotel lease contracts $ 6,576 $ 6,576

.. Goodwill: L : o 3904 .. . - 3,904
.. Licensing costs - . . 87 _ 87 .

‘ P S 10,567 . - .. 10,567
Less: accumulated amortization (1,045) - . . (716)-

$ 9,522 $ 9,851

During 2000, the Company conducted a review of each hotel’s performance and anticipated future performance and our expected
ture income from those hotels. This process triggered an impairment review of certain of the Company’s long-lived intangible

sets. The review included an analysis of the Company’s expected future undiscounted cash flows in comparison to the net book

lue of the long-lived intangible assets. This review indicated that the long-lived intangible assets were impaired. The Company
timated the fair value of the long-lived intangible assets using the discounted expected future cash flows generated by the underlying
sets. Accordingly, the Company recorded an impairment loss of $21,658 to adjust goodwill created from the acquisition of the

ises from WHI in 1997.

Management Agreements:

The Company manages 40 of the 48 hotels leased from Winston, Evanston and Marsh Landing and has separate management
reements with third parties to manage the remaining eight hotels. The terms of these third-party management agreements provide
r management fees to be paid on a monthly basis based on budgeted gross operating profit, as defined in the agreements, with year-
d adjustments for actual operating results. The terms of the eight management agreements extend to 2012. The agreements are
ncelable before expiration under certain circumstances. Management fees incurred during 2001, 2000 and 1999 were $582, $745
d $886, respectively, and are included in other expenses.

Transactions with Related Parties:

The Company and MHOC advance amounts to each other in the normal course of business. These advances are non-interest
aring. At December 31, 2001 and 2000, MHOC owed the Company $12,836 and $11,003, respectively. -~
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6. Comiritments: :

Each of the Company’s hotels is leased under a separate participating lease agreement. The leases expire on various dates ranging
from December. 2010 to December 2013 with exténsion options available to the Company. The leases require monthly miinimum base
rental payments to Winston, Evanston and Marsh lianding and additional monthly or quarterly payments of percentage rent, based on
revenues generated by the hotels in éxcess.of specified-amounts::The leases-are'non-cancelable except-upon sale-of.a hotel. “Winston,:
Evanston, or Marsh Landing is required to make a termination paymentto:the Company, as defined in the lease agreements, upon - ..
cancellation of a lease. MenStar Hosp1tahty Corporatlon has guaranteed amounts due and payable by the Company under the leases
up to $20.million. ... . Lok Wi EE ; : O L

Future rmmmum base rental payments under these non- cancelable operatmg Jeases as of December 31 2001 are as: follows

o200 -

ST s e e g 34 352 Ak ‘
2002 . o o _‘._,,34,352
2003 34,352
S 22004 . e o oo 133825 L e
L0 20050 Ve D chonr 3435200 oo
e 'Thereafter L 2__06 433 i
$ 378 193

The Company incurred minimum base rents of $33,290, $31,329 and $30,676, and additional: percentage rénts:of $21,000,$26,666
and $27,875 during 2001, 2000 and 1999 respectively. ‘

7. Business Concentratlon B

Winston owns 100% of 46 of ‘the Company s leased hotels and 49% of two of the Company s leased hotels Therefore, the
Company’s financial position and results of operations would be adversely and materially impacted if Winston sells the hotels and
terminates the leases. Management believes that Winstor has no intention of sellmg hotels whrch would 1nd1v1dually or in the
aggregate, have a material impact on the operatlons of th Company ; T :
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3.2 (13) Amended and Restated Bylaws
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4. 2(4) Specrmen certrﬁcate for 9 25% Series A Cumulatlve Preferred Stock‘ | :
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109(5) o ‘Frrst Amendment to Lease dated November 24 1997 between WINN Lumted Partnershrp and
CapStar Wmston Company, L L.C.

lt)lO(l) B Wmston Hotels Inc Dtrectors Stock Incentlye Plan “ o -
10.11(2). * . ;Limitation of Future;Hotel Ownership.and Development Agreement : . -
10.12(5) Guaranty dated November 17, 1997 between CapStar Hotel Company, WINN lelted Pannershlp
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10.13(6) Employment Agreement dated July 31, 1997 by and between Kenneth R Crockett and Wmston
T 'Hotels,.Inc. R A et T B T ST SRR ST T p

10.14(7) Winston Hotels Inc. Stock Incentlve Plan as amended May 1998 | B - |

10.15(8) Loan Agreement by and between Wmston SPE LLC and CMF Caprtal Company LLC dated
November 3 1998

le.l6(8) Promrssory note dated November 3 1998 by and between Wlnston SPE LLC and CMF Caprtal
Company, LLC
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10.17(9) Winston Hotels, Inc. Executive Deferred Compensation Plan

10.18 Second Amended and Restated Syndicated Credit Agreement, dated as of December 19, 2001, *
among Wachovia Bank, N.A., Branch Banking and Trust Company, SouthTrust Bank, N.A.,
Centura Bank, Winston Hotels, Inc., WINN Limited Parthership-and Wachovia‘Bank, N.A. as. ¢ -~
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10.19 Amended and Restated Promissory Note, dated as of December 19, 2001, from Winston Hotels,
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. pursuant to the Credlt Agreement o ' ‘

10.20 Amended and Restated Prormssory Note dated as of December 19 2001 from Winston Hotels
Inc. and WINN Limited Partnership to Branch Bankirig and Trust Company: for'the principalsum’
of $40,000,000 pursuant to the Credit Agreement
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1021 Amended and Restated Promissory Note, dated as of December 19 2001, from Winston Hotels
filenieS e, and'WINN Limited Partnérship to SouthTrust:Banky NIA: for'the principal'sum of RRAE
$22, OOO OOO pursuant to the Credlt Agreement
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10.22 Amended and Restated Promlssory Note; datedas ‘of. December 19 2001 froti Winston Hotels
Inc. and WINN Limited Partnership to Centura Bank for the principal sum of $15 000,000

i+ pursuant td'the Credit Agreemen'
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(1) Exhibits to the Company's Regrstratron Statement on Form S-11 as ﬁled w1th the Securmes and Exchange Commission (Regrstranon P
No. 33:76602):effective May 25,1994 and+incorporated-herein:by reference i i
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(2) Exhibits to the Company's Registration Statement on Form S-11 as ﬁled w1th the Secuntres and Exchange Commission (Reglstratlon
No. 33-91230) effective May 11, 1995 and incorporated herein:byreferenicerci - <iti . .0 ok oo ESIEE A

(3) Exhibit to the Company’s report on Form 8-K as filed with-tHe Securities-and Exchange Comimission:on-July 24, 1997 and’!
1ncorp0rated herem by reference
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mcorporated herem by reference
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3 Exhlblts to the Company ] report on Form 8 K as ﬁled w1th the Securmes and Exchange Comrmssmn'on December 10, 1997 and
incorporated herein by reference.
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{6) Exhibits to the Company’s Annual Report on Form 10 K as ﬁled w1th the Securities and Exchange Comrmssmn on March 27 1998
and as amended by Form 10-K/A filed with the Securitiés and Exchange’ Comnussmn on Aprtl'l 1998 ;

(7) Exhibit to the Company’s Registration Statement on Form S-8 as filed with the Secuntres and Exchange Commtssron on July 29,
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‘8) Exhibits to the Company’s Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on November 16,
1998 and as amended on Form 10-Q/A filed with the Securities and Exchange Commission on February 23, 1999 and incorporated
herein by reference.

‘9) Exhibits to the Company’s Annual Report on Form 10-K as filed with the Securities and Exchange Commlssmn on March 25, 1999
and incorporated herein by reference.

.0) Exhibit to the Company’s Quarterly Report on Form 10-Q or filed with the Securities and Exchange Commission on August 4, 1999
and incorporated herein by reference.

.1) Exhibit to the Company’s Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on November 12,
1999 and incorporated herein by reference.

.2) Exhibit to the Company’s Annual Report on Form 10-K as filed with the Securities and Exchange Commission on March 17, 2000
and incorporated herein by reference.

.3) Exhibit to the Company’s Annual Report on Form 10-K as filed with the Securities and Exchange Comrmss1on on March 19, 2001 [
and incorporated herein by reference. -
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